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ROYAL COMMISSION ON CO-OPERATIVES 


The Commission appointed to inquire into the 
present position of Co-operatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative position of persons engaged’ in 
business directly competitive therewith, met 

in Ottawa on Saturday, April 21, 1945. 


PRESENT: 


The Hon, Mr, Justice ERROL M, McDOUGALL, Chairman 


B. 
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M, 
J. 
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Executive 
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Associations 
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~6442 . Ottawa, 
Saturday, 
AGPLL ZL, L945: 


The Commission met at 9,30 a.m., Mr. Justice 


McDougall presiding. 


A, LESLIE HAM, examination continued, 
BY MR, ROBERTSON: 

Q. Mr. Ham, on page 28 of the second edition of your 
brief, in quoting (e) and (f) of the Ontario Cash Mutual brief, 
you make this statement: 

"Tt is submitted that the allegations are completely un- 
founded in fact," 

You observe where that appears in your brief? A, XOS, 1 
see it. 

Q. The reference is, for example, to the second sentence 
in (e):; "In entering the fire insurance field the stock com- 
panies approached the public with the cry that the mutuals 
policy holders! liability was never fixed." You say that our 
statement to that effect is wrong? A, It depends on what you 
mean, whether the stock companies themselves did that. I pre- 
sume it has been done; possibly that is the cry of the agents 
in competition for business, 

Q. But not the company? A, Not to my knowledge, 

Q, The United States Fidelity and Guaranty Company is 
one of your clients? Kew 1LESs 

Oo, They. are. op the 1ist, of companies? Ae 2 1S 
Pieiive 

Cw. YOu recognize that? .As. No, 

Q. You don't recognize it? A. No. 

MR, PARKER: What is "that"? 

MR, ROBERTSON:. This, 18.4 brochure setting forth the very 


matters referred to in the portions quoted from the Ontario 
brief. I would like to submit it. 
MR, PARKER: Who is the author? 
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MR, MANN: It is a photostatic copy of something, 

MR, ROBERTSON: It is a photostatic copy of a brochure 
circulated in Ontario against the Ontario Cash Mutuals, 

MR. MANN: Perhaps it had better be read by the Com- 
mission, The United States Fidelity and Guaranty Company 
is one company out of 257. 

MR. ROBERTSON: I Suggest that it be filed. 


MR, PARKER: Mr, Robertson should at least tell us who 


‘the author is and give us a description of the document, He 


said it was circulated in Ontario, I do not know whether it 
wad OF nov, 

THE CHAIRMAN: Does it make proof to put 1t inike that? 

MR, ROBERTSON: I doubt whether it makes proof that would 
Me-AGhepted Ana cour of Lat, 

THE CHAIRMAN: We will allow the production of it. We 
have allowed the production of everything so far, 

MR. PARKER: I am not objecting to the production of 1t; 
I simply ask Mr, Robertson to tell us what it is. 

THE CHAIRMAN: What is the point you wish to make in 
putting in the document, Mr. Robertson? | 

MR, ROBERTSON: The point is in regard to the statement 
contained in Mr. Ham's brief. That is the kind of thing that 
was circulated in Ontario against the Ontario cash mutuals, 
and it contains the very allegations set out in the Ontario 
Mitwele baer.) > Theat 28 ell. 

MR, MANN: I shall have to put myself on record as 


objecting to the production of a photographic copy of some- 


thing which I have not had time to read, and specifically 


to the statement of my learned friend that it is the kind of 
document that was circulated as against his clients or any 


of the other mutuals. 


if : ee Pre 
7 wrk “Mo 


+ Le! if 
elie § how 


aes 


a ‘ Rhy RD We oeceaniag Py ae y Cas thee aie et i 
Joe é e L ’ ’ 

e eet ret eS) : a Ms: igs i: ae oy o Fr 
oe ; > ' ¥ a g i ® a ¢ te se , . Riess esheets de “gy on . e ; 
cnn A 7 : 

1 . : wA - © 
: vad ; 7 
' * ae ahaa o 


Aart a oe vi wag ‘omnes ) 


OEE Dae ee ae ee ae oe err cae ee yy meat ge : 


t ‘ »y Y ' P + 
Ol ieee a ihe 28 a ? 


P f G LAN ut ae 
4! “ 1 ' ' a - 8 
iw) SO ee ee ee = Be vegte mse , ae . 4 co _ 
AG aes x i ' ? ji a “ bie ua 4erh) . 
D ; . tot ane ‘d a. a ae =i 8 B Re oi 4 te Siyie 

, fi . a a od 

a x cy ett er ee ee 
4 C 3 - Cea eee. Ne i 


- 
Santo, , a a ‘ 


Fas Sate rete be ? hee 


‘ } Fagrohige st ete 
* n ei ‘ fives ral by 


PSS OS SE RED Be Ey ee oe 
\ 


eA ia 
ad r os a. “En 
a ere ae ee a a ae Pte ae, J 
. 
. : ; : 
ueee Laka ner Pee oe as Wy ares . * ‘ a Se gee 


; 
ate SN ae: ei 
i oe Ri a 7 Peo Ey vi ro 4 


SD TS a ere Sa fee 
t J 


{ ee Tiel ee eee ‘Wg a hg aad if Suge saw 


«gee: ote ini ene P- 


; Ai e oe Ore ee 
; 7 gam *t% 5 
- 


-644y- Mr, Ham 


THE CHATRMAN: That fact is not established, You might 
refer to the particular section of the brochure, Mr.Robertson, 
and leave it at that. 

MR. MANN: Are you prepared to prove that it was cir- 
culated by the company? It might have been circulated by 
some obscure brokerage firm or agency. 

MR. ROBERTSON: I do not think there is anything obscure 
about United States Fidelity and Guaranty Company. 

MR. MANN: i amoreferring to the circulation of the 
document, not the name that appears on it. 

MR, CROBERTSON:) Tumight. read a section from page’ 2, 

"The mutual company employs no capital in its business, 
It is organized and incorporated on a purely cooperative 
basis, each member, boing ‘personally liable! for his share of 
the losses, When you.purchase insurance in a mutual casualty 


company you become a partner in the business; you may secure 


GivVinentse but wou ere; d1ahie. for vwourpro, Teta. snare oF “Ghe 
ited Joie s. of the’ company. In other words, tha Losses of 4 
mutual company are paid by the policy holders, not the stock- 
holders, as there are no stockholders, 

THE CHAIRMAN: What is the brochure entitled? What 
caption does: it bear? 

MR. ROBERTSON: "Why eighty per cent of the nation's 
fire and casualty insurance is written in stock companies," 
i. submit hag t, shoud, ce filed. 


MR. MANN: De bene esse, 


ALEXANDER HURRY, 


Canadian Manager, 
Northern Insurance Company, 
having been duly sworn, 
testified as follows: 


BY MR, MANN: 


Q You are manager in Canada of the Northern Insurance 
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Company and its associated companies? eal Olle 

Q. Five companies? A. Yes, 

Q. You were on the committee representing 88 companies 
of the All-Canada Insurance Federation? A, Yes, 

Q. Which authorized a subcommittee to collaborate with 
counsel in connection with the carrying out of the investiga- 
tion before this Commission? Ha? kei Oe Os 

Q. You were also on the subcommittee consisting of 
representatives of fifteen companies, You were one of the 
members of that subcommittee, You are ex-president of the 
Canadian Underwriters Association also? A,  ¥es, 

Q, You are on the council of “that association? <A. Yes, 

Q. You are ex-president of the Canadian Casualty Under- 
writers Association? Ye Bee. 

Q. You are on the council of the All-Canada Insurance 
Federation? Ae Lea. 

Q. And on the dominion board of insurance underwriters? 
eg GaGa as 

QO. You are also chairman, are you not, of the government 
advisory committee in respect of war damage? As YO8s 

a. wow, ie, Hurry, nave you 8 copy of the prier vor ihe 
stock companies before you? A. i have them both here, 

on The firel enc the second one as well? Aa Inave 
them both, 

Q, Are you the author of the graph which is schedule "H"? 
A, That is tho last in the book. 

oO. That 28 the tast dotument.in the first braier of 
February 3? A. Yes, I made that sketch, 

GQ.” Will you be kind enough to explain to the Commission 
the meaning of that graph? A, It tells a,great many things 


which it might take me a long time to explain. 
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Q. Tell us shortly what it is. A. The top line goes 
right back to 1870 when the dominion government began to keep 
records of the operations of the companies -- what was the 
average rate charged for policies issued during that particular 
year, 

Gy jPere$100? ky Yes, per $100 ‘of ‘insurance: A great 
deal of business is now written for three years, more than 

alf of it, I should say, so that the figures would include 

the raves for one year and three years,’ The top line does not 
reflect the cost per $100 for one year, That 18 a mistake that 
is fallen into in one of the other bricfs where it is stated 

to be so, AS a matter of fact Me OU See 

Ws she (cf Lreu Line) ropvresents “cadgh in’ fie CAAA, 
in that year, yes. For the year 1942 the rate of insurance 
for policies issued is 66 cents but that 66 cents is not the 
cost of $100 of insurance for one year. Mr, Finlayson, 
realizing that possibly somebody might be misled in this, 
in his 1942 book warns against that assumption, You will 
find on page 10, in Roman numerals, in 1942 report of the 
Superintendent of Insurance, that he shows that the rate of 
premium charged by reason of risks taken is 66 cents; but 
immediately he states the premiums charged as shown above 
cover policies for two and three years as well as one year, 

80 that the average rate is not to be regarded as representing 
the average cost of insurance for one year, The comment on 
this point-will be found on page 76, Roman numerals, 

Q. You are referring to the 66 cents, the amount 
mentioned? Apmvba: One cor those oriers, 

Q; Take the factory mutual -brief om page 135 in the 


third paragraph, That is the 66 cents referred to? A, Yes, 
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Q. The statement made in Mr. Gray's brief? tig OE, 
Finlayson broke that figure down and as a matter of com- 
parison he went back and took a test year, He spotted a 
particular year twenty years before and showed that in 1922 
the cost of insurance for one year of $100 of insurance 
charged -by small companies came to 92 cents, and then you 
will find I have a dotted line there because I. have no inter- 
vening figures. The figures were made up for 1939, 1940, 
1941 and 1942, and they show that in 1939 the price was 
49 cents, in 1940 it was 45 cents, in 1941 it was 44’ cents, 
and then it takes a little kick upwards and is 46 cents in 
1942, If you care to extend that, it will be 46 in 1943, 
and I have good reason to estimate that it will probably 
be around 44 cents or less in 1944, But Mr, Finlayson has 
not got down to that figure yet. However, there is one par- 
ticular thing that,.this graph shows to me, and 1 am aiways 
interested in figures... Statistics are apt to be vory mis- 
leading unless you understand the trend and the influences 
waich affect them, Look for example at, Une year 1OP1 and 
you will find that while our rate is coming down from 1905 
ina steady progression, .tthere is a kick upwards there, That 
Shows just how statistics sometimes lie, because the rates 
were coming down all the time and in 1921 after the last war 
there was a big development in real estate, Soldiers were 
coming back and buying farms and these farms were insured 
and there was a tremendous amount of 3-year business in 
that particular year, And that always throws up the 
average rate. Three years later that is reflected again 
and the thing gradually smooths itself out and there is a 
continuous process downwards. As Mr. Ham explained, in 


1941 a large volume of business was written -- in 1941 and 
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1942, The companies then started to write mercantile and 
manufacturing business in great volume for three years, which 
was previously written for one year, so that the premium of 
$1 which appeared in 1940 was perhaps put in at $2.50 in 

1941 and that threw the premiums up. That is why you get 
that kick upwards, and that apparent increase in rates, when 
it is correct statistically, is wrong in substance, because 
the actual rate is coming down all the time, In B there is 

a slight flare-up in 1941. While the rate went up sharply 

on the group of statistics in 1941, it came down actually in 
the true figure in Mr, Finlayson's analysis, but there was 
Wish y KLeCK Lup Gea in “because of sucha Large volume (or 
business having come in in 1941, That is SLeC Mp Nor Pune 
next thrés “years, ithe cream of business in ‘the one-year 
portfolio having been thrown into the three-year portfolio 
Anovneo appeaning the next yearn, so that the average rate ‘or 
that one year's busine ss pose 6 Jittic.. In @cetged taer, 
however, there is no disturbance in this continual progression. 
If you compare that with the losses it shows that all insurance 
is essentially mutual, because the rates have come down as 
the losses have come down. I do not think you need to worry 
about oe big peaks because they are. conflagrations, it 1s 
the general trend that I am concerned with. 

The companies got together at a time when there were a 
great many going bankrupt in 1880 or thereabouts, because 
there was such competition for business and it was not sound. 
The companies got together, therefore, and established proper 
rates for insurance, At that time there were only thirty 
companies licensed in Canada for insurance. There were local 
provincial licensed companies and some mutuals which are a 


hundred years old, But the companies licensed by the dominion 
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and which are subject to these statistics got together and 
formed an association to try to improve conditions, They 
brought in gradually, from that time onwards, a system of 
Schedule rating. 

It has been explained to you what Schedule rating means, 
You take a preferred risk, with every precaution taken 
allowing for any little defects or deviations from what you 
might regard as. safety, so far as individual risks are con- 
Cerned, nde little eharge.is put.on the risk, “You will 
see the extraordinary effect of that up to 1904 when the 
average rate was brought up. But there was a campaign of 
education going on at that time showing the people what 
could be done by eubkoae Ln ax Tare doon- here, taking Joust 
that particular machine there, and so on, which was dangerous, 
Attention to these things would tend to bring the rates down, 
I am not pleading for the Canadian Underwriters Association, 
but they did that work. 

Qe The year 1883 saw the organization of the 
Canadian Fire Underwriters Association, A. Yes, They. 
brought the rate down. This campaign of education had 
such an effect by improving risks continually that it re- 
duced tho Coat Of Tires, 

You will see the cost of fires .in the lower, lines of 
the graph. At the same time, by improving these risks and 
cutting out the charges for extra hazards, they brought the 
rate continuously down, and that process has peen soing on. 
So that mutuality might be claimed by all companies, stock 
as well as mutual. The rates are kept very closely in,dine 
with the costs of losses, 

The line marked C on the right-hand side is the only 


line I have been able to bring backwards. I took the 
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published loss ratio, the ratio of losses to premiums col- 
lected, and that is shown by the dominion figures right back, 
and I multiplied that loss ratio into the price of insurance, 
the money collected in the top line, in order to get what was 
the actual cost of loss per hundred on insurance -- not on 

our books but $100 per inSuranse written that year, It might 
be for one year or three years, JI was not satisfied with 

that picture, however, because it did not give the true 

Ligure. was Looking for, and Il “book the pouvom@ ti ney whech 

is the figure published in Mr. Finlayson's report and those 

of his predecessors back to 1870. That is the figure showing 
the actual loss in cents per $100 of insurance on the books 

of the company, If I write $100,000,000 of insurance this 
year I still have in my books the business written the year 
before and the previous year for three years. This line shows 
the cost of Losses per hundred of insurance and liability on 
the books of the company. That cannot be compared with the 
top line, which does not show the price of $100 for one year, 
The price of $100 for one year is shown in the line interpolated 
Cx Eiso - 

What I call attention to in this chart is the fact that 
Band D, which are two essential lines, are converging to 
show that there is less and less left for the company to 
operate business and make a profit. I don't want to make a 
Speech, but -- 

MR, MANN: If the Commission understands it, it is 
very interesting. 
THE CHAIRMAN: I hope I. shall when I read the deposition. 
MR, MANN: It is useful for certain purposes. 


THE WITNESS: I am always interested in figures, There 
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is a figure of 92 cents for 1922. That is the cost we were 
charging that year for $100 of insurance for one year, 

About that time, as you will no doubt remember, we had the 
Haileybury conflagration, Losses were costing about 45 cents 
or 50. cents -~ 50 cents, if you like. That left a margin for 
the companies between 92 cents and 50 cents, or 42 cents, 
representing what they had to run their business on and pay 
all taxes, commissions and everything else, and make a profit 
if they could. That was a margin of 42 cents, and they are 
only getting 44 cents now altogether to pay losses and every- 
thing else, so that we are running the business pretty 
closely these days, It may appear that the ratio of prem- 
iums to our actual cost of operation is high, and I think 

it is a pity that it is, but that is inevitable because we 
are Yunning more business under higher pressure and we have 
only 44 cents with which to pay losses, But we have 

effected economies and our work is so efficient that we are 
able Go do that, 

To my mind, what this schedule really shows is the 
essentially mutual nature of insurance, even under stock 
company management, 

BY Ry EEL IOTT: 

Oy De ditierant ‘sorts of risk bear Wirferent ated tot 
premium per hundred? A, Yes, 

Oy im your opinionj+ is the shifthan the Hroport~eon oF 
different sorts of risk so small as not substantially to 
affect the correctness’ of your’ line? A. There Ls nor ereat 
shift. The business of all companies is given here, even 
factory mutuals. 

BY MR, MANN: 


Q. Every type of risk? AS) Yes, “Tt eovers the. whole 
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risk of the company. 
BY MR, ELLIOTT; 

Q. In your opinion the shift in proportion to different 
types of risks is not important? A, No, because it is all 
theres, 

BY MR, VAUGHAN: 

Q. Is that entirely correct? Take from 1900 on, There 
was great development in the fire-proofing of buildings, and 
that was about the time when sprinklers came into use fairly 
extensively? A, It commenced about that time, 

Q@. IS not this drop due to a large extent to the fact 
ties Tore 18 8 cirrerant class.of risks? EU ene £o 

Q. Buildings are_less susceptible to fire, They are 
of concrete construction and the use of sprinklers has been 
adopted? Ae jXe8, Lhere was.a creat dmwprovement an eon} 
struction and supervision as well and we gave advicc, 

BY MR, ARNASON: 

Q. iI was wondering whether you had attempted to construct 
a similar graph showing the trend in rates for rural insurance? 
A, of Course, his represents the pates ror all kinds of 
business, I. suppose something of that sort could be done, 
but it would not be yory accurate, , Lt.mwight bs -only victorial, 
because the Superintendent of Insurance produces a classifi- 
cation of risks, showing the cost of dwelling houses, So much, 
the cost of farm premiums, so much, together with other 
classes of buSiness according to occupancy, location and so 
on, and he shows sprinkler risks separately. JI Suppose one 
could take the experience in all these things and make a 
separate graph. 

Q. Is it your opinion that the construction of such a 


graph would show a trend that would correspond closely to this 
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chart? A, I think so, yes, because the business generally 
has been improved by education, which is the main considera- 
tion. But not only has there been a campaign in education; 
there has also been greater precaution against fires, If you 
will look at the losses, you will find that the 103s curve 
reflects the view expressed by one of the fire mutual wit- 
nesses. Your losses in time of prosperity are low and in 
time of depression they are high. By tracing the bottom linc, 
you can see what happened in Canada throughout the depression 
period when losses went upwards, You will find that what you 
thought was prosperity was false prosperity. What was the 
time of the stock exchange boom -- 44 was from 1923 to 1928, 
was it not? 

MR, MANN: Up to the middle of 1929. 

TYR WITNESS: Well, you will find that from 15234 00 
1927 the losses took a big slide downwards because there was 
plenty of money and goods were moving freely, and when goods 
move they do not burn, 

THE CHAIRMAN: When did sprinkler protection first be- 


come important? 


oe 


THE WITNESS Apout 1900. In the 80's some of the 
pig cotton mills were using sprinklers, but it was only 
around 1890 that there was anything of importance, I would 
say about 1900. 
RY MR, VAUGHAN: 

Q, Take any risk now and compare it to a similar risk 
in 1900. Take a factory that has a sprinkler and is of brick 
construction, What would the rate be to-day and what would 


it be in 1900? A, Experience has shown that these risks 


have greatly decreased in cost to the companies from the 
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standpoint of losses, and naturally the rates have fallen 
down, What the rate would be I could not say, 

Q. You mean, taking a similar risk? eo Meas 

Q. Whether a factory or a house or any other kind of 
business, the rate would be less to-day than at that time? 
A, Mr, Finlayson has shown that the average price of insurance 
in *19e2 wass22 sentsieand in 1944rh 18046, 

Q. That average would not determine the trend of rate 
in @ Similar risk because it is over-woighted by better con- 
struction, A, You take dwellings in towns like Montreal 
and Toronto and you will find that the rates have fallen sub- 
stantially in the last twenty years, The same dwelling is 
paying much less than it did, and the same is true of rural 
Cweiiines in Che west rural “dwellings are paying Balt) of 
what they did twenty years ago, 

BY MR, MANN: 

Q. iI want to ask you one or two questions relative to 
the claim of the mutuals and reciprocals that there has been 
discrimination under the Special War Revenue Act as against 
them and in favour of the stock companies by virtue of the 
provisions of that act, providing in regard to stock companies 
a 2 hoe cent premium tax as compared to a 3 per cent premium 
tax, Iam omitting for the moment reciprocals and factory 
mutuals because they are 4 per cent. I am dealing with the 
2 per cent and 3 per cent’ tax, an you show anything in 
that regard which would indicate, from the illustrations you 
have made, that there has been any discrimination? A. The 
Special war revenue tax was on emergency measure during the 
last war having for its purpose the raising of revenue, and 


like many of these emergency measures it has stuck, But it 
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was put on with the practical effect of a minimum tax on 
profits, That is to say, thé company had to pay 1 per cent 
on premiums whether it made a profit or not, and there was 
no discussion as to what constituted profit. A company 
which was subject to income tax paid cither the income tax 
orp this 1 per cont, whichever was the greater; that 18 to Say, 
if their income tax amounted to more than 1 per cent of pren- 
lums they paid that, but the 1 per cent was set off against 
the income tax, Some other counsel pointed that out yesterday 
but did not follow the matter through. | 

Waa TReteaseprior To 1941? A, Yes,» -Inam Galkine about 
the origin of it. The provinces chargale per cont purely for 
revenue and there was no question of profit, and the government 
in 1941 enacted some sort of arrangement with the provincial 
governnents, 

QO. «Tha tewas19427 A. Yes. I believe it was in 1942 
that they made an arrangement with the provinces to do all the 
collecting on premiums and they compensated the provinses, 


They took the whole thing together and it now amounts to 4 per 


cent, but they do not allow any longer the 1 per cent to be 
Looked upon as minimum income tax.. That is to say, a company 
paying income tax had to pay hat, tak on Sop Of thats tut. an 
consideration of the fact that they had taken away the con- 
cession or privilege -- that would be the arithmetical effect 
of it, 2 presume; they valued that concession at 1 per cent -- 
the stock companies then paying income tax paid 2 per cent 
plus income tax; and when the rate of income tax and excess 
profits tax is 40 per cent, if a company makes a profit of 
24 per cent, 40 per cent of that-is 1 per cent. So that it 


is paying that tax in another way because of the fact that it 


is only allowed to set off its special war revenue tax against 
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income tax, 

THE CHAIRMAN: Then it is compensatory in a sense? 

THE WITNESS; Yes. In fact, the companies are in no 
different position than before, by reason cf the fact that 
the concession to the stock companies was withdrawn, 

THE CHAIRMAN: But if they were exposed to income tax 
they would be in a different position. 

THE WITNESS: They now pay income tax in addition to the 
2 DST meen Ty 

THE CHAIRMAN: But I am saying that if the mutuals were 
exposed to income tax -- 

THE WITNESS: Then there would be no reason for the 
differentiation at all. 

MR, MANN: I asked the question for the reason that 
there was some reflection on our conclusions with respect 
to the imposition of 2 per cent and 3 per cent on premiums, 
Even provided that there is income tax in respect of all 
companics, if a very small underwriting profit of 23 per 
cent is enjoyed by stock companies and they are paying 40 per 
cent income tax, 40 per cent of 23 is 1 per cent, so that 
they are paying 2@ per cent, and.they pay 1 per cent when they 
only have an underwriting profit of 23 per cent, Therefore 
they are paying 3 per cent, exactly the same as the mutual 
companies are paying 3 per cont, 

THE WITNESS: It is a compensation. 

MR, MANN: That is correct? 

THE WITNESS; Yes, 

BY MR, VAUGHAN: 


Q. You say, from that, that they are on the same basis 


now? A, Yess that ieswnat.d., teal, 
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Q. Why do you suggest a higher tax for mutuals if they 
are on the same basis? A. Immediately the mutuals become 
Subject to income tax they will be on a similar basis, 

MR, MANN: And the difference between the 2 per cent 
and 3 per cent premium tax should be removed, or they should 
De tede oven, “That 1a whee, we say dn our prief; 

THE CHAIRMAN; If that is right, it ties in with the 
Special war revenue tax, 

MR, MANN: It ties it in when you add the figures 
together, If you take any compilation of taxes and put 
municipal tax, business tax and special war revenue tax into 
a general combination of taxes, so' far as quantum is con- 
cerned. If you pay income tax and are on the same basis 
nue Deano ae wo are iin respect. of youreprorltse, there Leno 
reason why there should be any discrepancy as between you 
and us of 2 per cent or 1 per cent in the premium) tax, under 
the Special War Revenue Act. That is what we say, and with 
the greatest respect I think that is logic that can hardly 
be attacked, 

MR, ELLIOTT: I presume you take that position on the 
assumption that the premium tax levied equally over all 
companies would be paid by the mutual companies before de- 
duction of returns to members of the company. 

MR, MANN: Yes, as it is before any dividends can be 
paid in stock companies, The position is the same, 

BY MR, MANN: 

Q. Now, Mr. Hurry, we have been discussing the mutuals 
but we have still left the reciprocals and the New England 
factory mutuals, the provision in respect of which is 4 per 
cent under the Special War Revenue Act. Have you anything 


to say with respect to the 4 per cent being a discrepancy or 
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discrimination as against these two classes of companies? 

A, I think, Mr, Mann, that probably Mr, Gray answered that 
question yesterday afternoon when he read into the record 

a correction of our Exhibit oy, in the second part of our 
brief and showed the premiums for the factory mutuals, which 
he said were two to three times as much as the premiums shown 
in our Exhibit "C", As a matter of fact, they were not very 
much over two times, The premiums shown for the purpose of 
assessing the 4 per cent tax were $1,112,201 and the taxes 
Shown are approximately 4 per cent of that. But he fave us 


de 


yestorday some new premiums which amounted in all to 
$2,263,217, and if you apply the amount of tax paid to the 
$2,263,217 you will find the rate of tax actually paid was 
less than 2 per cent. That is the answer, There must have 
been some reason why this 4 per cent was charged and that is 


what I have been trying all week to figure out. Pe Gray 


gave those figures to show what the actual net premiums were 


and apparently they differed from the premiums reported for 
the purpose of the 4 per cent tax, because these are figures 
taken from the Superintendent's report for 1943, I asked 

Mr, Gray where the figures came from, ne wanted to know 
whether they came from the government!s report and he said 
no. Those are the figures he read into the record yesterday 
of net premiums for factory mutuals in 1943, and if you apply 
the actual tax paid to those premiums it works out at 1.96 
per cent paid on the premiums, 

Q. With regard to interest on investments or investment 
income, it is claimed not to be paid by the British companies, 
ip am a gan: WR want to ask you this question. Where usually 
are the securities to protect unearned premium reserve 


physically kept in the case of the stock companies? I am 
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not referring to the Canadian stock companies, Manifestly 
they are kept in Canada with the Receiver General, I am 
referring to the British companies. Ay Ido not know. 

Q. Well, take your own company. A. I know that we 
are required to keep a certain statutory reserve, perhaps a 
little more, for the protection of policy holders, and that 
means that a proportion of the premium which is unearned on 
policies has to be lodged with the government, When you 
Speak of reserves you mean that statutory reserve? 

Q. iI was rather directing my question, as a preliminary 
question, as to where in fact the documents representing these 
securities, iInother words the scrip, are physically kept as a 
rule, A. i am glad you checked me. I am tog verbose, but 
the requirement is to put that money up. What happens is this, 
fi 24nave CO pul up more money by Peason OF the Face thats 
nave bigger liabilities in Canada and advise head office, 

Ghey take the serip out of the vaults and take them to the 
Poem or Montreal in London, and the stuff is hela there on 
behalf of Canada, 

Q, Faysically, these bonds, be they bearer rogistered, 
or be they anything else, do not enter Canada at all? 

A. I am speaking of my own company, 

Q@. Iam only speaking of your own company, the Northern 
and allied British companies, Do you know? A. Speaking 
of the usual practice? 

O,. Yes. What would be the usual practice of British 
companies? A, You are speaking of my own company and allied 
companies. We had a company that was doing life insurance here, 
and they had a lot of securities in Canada, I.was referring 
to the Northern, 


Q, With regard to the American companies, as a matter 
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of fact, are not those securities held, to the order of the 
Receiver General of Canada, in the Bank of Montreal, New York? 
Ay. Codon new, 

Q. Let us proceed with the expression of your views in 
reference to the charge that the investment income of British 
and foreign companies is not taxed. Will you please give 
to the Commission the information which I anticipate you will 
be ‘able to give. 

THeOCMA IRAN: ciledddinet getwthe gudstion, 

MR. MANN: The charge has been made that, in respect of 
investment income of British and foreign companies, it has 
not been taxed, 

THE WITNESS: British companics are doing world-wide 
business, operating in every part of the world and invest- 
ments apply to their own WOMEA owas business, The only in- 


vestments to which Mr, Mann could have reference would be the 


reserve puliiup Tor the protection of policy holders, and that 


is very diversified, It is\a@ diversified portfolio which 1s 
the best protection possible, and that is lodged in London, 
and interest actually earned on that portfolio would be 
ascertainable. The Canadian stock companies are not 
quarrelling with us on that subject. We are representing 
Canadian stock companies here and they are not quarrelling 
with us. I venture to think that if we were put on exactly 
the same basis as the Canadian companies we would not be any 
worse off. The Canadian company is a Canadian corporation. 
It completes the whole of its operations in Canada and pro- 
duces a balance sheet, and in that balance sheet they have 
their final operating figures, They are allowed the whole 


cost of head office organization, general manager, board of 
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directors and all those things, and they are also allowed 

the complete operations with regard to re-insurance, As far 
as I am concerned, I do not bring my figures down to the 

basis on which I would submit them to our directors before I 
am taxed. Iam only allowed to deduct from my premiums the 
operations here, and re-insurance if it is effected in Canada, 
I am not allowed to deduct all re-insurance, as Canadian com- 
panies are, because they bring them down to their final re- 
sults, and after my company is taxed I still have to pay the 
costs of a great many things, I have to contribute something 
to the cost of general management and the board of directors 
im oncon, .L think. that, if) you take. the interest, at .whatever 


Soe Maen be carned 0b LHS. diversified, portfolio or 


securities which is set back for credit of the dominion govern- 


tent, and put that.on one side of the scale, and put all these 
other things on the other side of the scale, allowing me to 
bring my results to the board of directors on the basis of 

the final result of operations in Canada, possibly I might 
gain in the shuffle. I have not discussed this with any of 
my confreres and I am not speaking on behalf of the British 
companies. I am expressing my own personal opinion and it is 
purely a hazard of an estimate as to what might be the result 
to my own company. 

Q@. Yours being a British company? A, Yes, 

Q. With respect to what you have said about these ex- 
penses, re-insurance and so forth, how do they relate toa 
foreign mutual company? I am referring to the amount of cash 
paid in Canada in losses, expenses 'and so forth? A. What 
you have in mind is, what is the result of operations of a 


reciprocal or factory mutual? 


i 
8 
» = ' 
a 
'e° tv ry 
e as e J 
cS ~* 
f , 53 
pad hers = eters 
S eepelt eee 
= 
a ‘ f , 
é ‘ 
I 5 s a 
+ aes ne yee 
+ (= is ' oa ai 
ee j 
¢ 
7 Ks ‘ 
. oP) ‘ x \ ate 
7 so oy . 
> Whe iva a Sh Wig) 
4, ? ae rea 
a om Nee 
- i» 
, =e te 
+ fe ~~ a = ’ 
a ri = ci 
ae 
2 7 i ih 
alae a ee; 
' & anne a eh 
v mh 
FS A By 
= c aay eT 3 
E Y « be: s . 
C 
ra 
Pac. 
bs . 3 
ie a zf . ~ 
A f CAG Lats 
- “ . 
a ri 
& : iy 
“y ee Ke 
> ™ R 
: ‘ 
‘ i 
‘ e 
2 r ‘ 
j ? i. 4 
OG Sacer U 
at rr on 
, . ; 
J = . 
; tf 
i] ~ 7 
. a: a 
os Le: af is 
} , Fi i Bee 
ne ‘5 
ayy t 
eee es 
. +9 
5 cae 
. wie fe 
z . a 
‘ cma 
fs ay : “ . 
F t 
2 5 
: : 1: F , 
as ‘ fat 
. : = Ain 
x 
ine - 
ay Ss 
a 
; f 
- 
( - os , i 
5 
7 
Z t 
e c 
a 
ta toe 
‘ : 
o | 18 , 
. 1 sy 
of ‘ 
* “4 . , 
2 k tS < 
i tee 7 
3 i 
£ 
i 
A pe 
x t . zy 
A faa no i 
i x - 
ee nye 
- bd 4 
‘ 3. ie ~, a 
~ ‘ 2 = pe 
se TS i 
ms 5 
ae 
i wy a 
- Le ep J 
5 bi J \ n 
. 
- ral 
: o 1 t oe 
~ 1 a bei ca 
ee oF 
2 oo 
F, be Steet, oa 
Lanes a 
; J has : 
i 
ig Se 


ae 


voxee: alt 


1 -~6462- Mr. Hurry 


Q@. Yes, exactly that. What in your opinion would be 
the fair and equitable modus operandi as among all] companies 
operating the insurance pusiness in Canada? Ay JT have 
listened to a great deal of discussion in regard to the de- 
tails of the thing and I have in my own mind one fundamental 
principle, There are no Canadian reciprocals in Canada, no 
Canadian factory mutuals, and there is nothing wherewith to 
compare operations with the United States companies, Canada 
is a separate country from the United States, and what Canada 
is concerned with, when a foreign corporation or a British 
corporation comes into the country, is the question -- how 
much premium do they collect from the Canadian people? How 
much would 10 put them back for canoséllations and terminations 
and how much do they pay in expenses in Canada? How much do 

| they pay for actual losses which burned in Canada? Lf you 
come down to the fundamental basis you will find that either 
they made & profit in Canada, a profit inuring to the benefit 
OF pPoLicy noliders in the United States, om they made 291086 
in Canada. If they made a profit in Canada that is really a 
profit taken out of operations in Canada, and I don't care 
where the profit goes -- it goes to the policy holders in the 
United States. The bookkeeping entries with regard tO 
American losses in Canada, for purposes of accounting, do not 
interest me. I am not interested from that point of view. 


THE CHAIRMAN: Would there not be a considerable difference 


Sih CORLL? 


| THE WITNESS: There might be one way.or the other, 
THE CHAIRMAN: I am referring to these foreign companies 
that do business in the United States and Canada, 


THE WITNESS: A difference in cost in operating in Canada? 


-22 
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THE CHAIRMAN: Yes, 

THE WITNESS; These costs would be ascertainable, and 
after all that is what the Superintendent of Insurance is 
trying to ascertain, Let me mention my Own company by way 
of analogy. My company made a substantial loss in operation 
in the United States; I made a gmall pHrorits.. Bub -Tecould 
not ask my colleague in the United States to ship me a pro- 
portion of his losses that I might put them in the statement 


of my Canadian company. 
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Now, I notice that Mr. Ham showed a figure yesterday. 
He did not follow it through, but it struck me in this way. 
He showed that the losses which were charged to Canada by 
these bookkeeping entries, by this averaging up of all losses , 
were very substantially in excess of the actual losses incurred 
in Canada. It there: were to be a basis found) for’ taxing 
reciprocals and factory mutuals, it would look to me a question 
of simple fundamental principles: what was the result of their 
operations in Canada? 

Qe Mr. Hamfs figures showed that the actual losses in 
Canada were $1,194,026, as compared with an amount charged 
against Canada of $1,558,586, a difference of $384,560. 

Those are the figures to which you have just referred? 
Ae Whatever the figures may be. 

Q@. Those are the figures you had in mind when you refer-= 
red ito Mrs Ham? fea) Yeap those aresthe figures.«to which 
I referred. 

Q. The method.or the working out: or the eal dilation of 
actual business performed in Canada, as described by you in 
the last few minutes, in your opinion as an insurance man 
would be the fair method upon which to base taxation of income 
and profits; is that correct? A. I think so3 but the actual 
me thod-- | 

MR. PARKER: Would you mind restating that question? 

BY MR. MANN: 

Q. The method or the working out of the calculation 
of actual business performed in Canada, as described by you 
in the last few minutes, in your opinion as an insruance man 
would be the fair method upon which to base taxation of income 
and profits,. that is correct? Ae That is correct. The 
actual detailed method of working out these figures might 


very well be left to the finance departmmt. 
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Qe I am merely talking about the calculation of. business 
performed in Canada and profits made in Canada, as matters 
standing entirely by themselves. The details of how they are 
computed, and the calculation, is something for administra- 
tive Sirort, 18° it not? I was merely talking about the 
principle. A. To my mind the principle would be sound. 

Q. It seems sound to me, but I am a tyro in this thing. 

BY THE CHAIRMAN: 

Qe Practically, would tv be adirgricul t? A. There was 
a statement lodged by Mr. Gray as an amendment to his brief, 
WHIGh Us. *Exbrpre Dy Thinks He shows the amount of money, 
made public by the superintendent of Fetes tetas and reported 
if fas Teport to the eovernment. There ais the “words #nder- 
writing gain" which are struck out, and there is shown a 
surplus of $106,977. Then the gain is submitted, worked out 
in a different way, to show that there was a loss. But 
apparently Mr. Finlayson, in working out the results of that 
company in Canada, followed the same basis as he did with 
other companies. He said, “How much money have you collected 
in Canada? How much have you paid back in determinations 
and cancellations? How much have you had in losses and 
expenses?" Then he shows a surplus of $107,000. Whether 
that is the figure on which he should be taxed is a matter 
that could be left to the finance department. 

BY MR. MANN: 

Qe That was Exhibit 1 in Mr. Gray's brief, and had 
reference to the manufacturers! mutuals? vs That is right. 
+ Q. That is the one about which we had the discussion 
as to the words “underwriting gain" amounting to $106,977,58, 
which had been inked out, with the exception of the figures? 
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Qe Does that exhibit of Mr. Gray's confirm the theory 
that you propound as to the proper method which you believe 
taxation ought to be imposed upon, under the Income War Tax 
Act and Excess Profits Tax Act, in respect to the operation 
of Canadian business in Canada? 

A. That would seem to be so. 

MR. MANN: I think that is all I have. 

BY MR. VAUGHAN: 

Qe That figure of $385,000 which you mentioned a short time 
ago was based upon gross premiums was it not, rather than upon 
the net preniums of the mutual companies? That was ina 
period of four years, was it not? Ae Yes. That was a 
figure that Mr. Ham produced, and I think it is in these briefs, 
I do not. recall how it was arrived at, but my question is | 
whether that is taking the gross premiums of the mutuals or 
their net premiums? A. I think ,possibly as Mr. Ham com- 
piled those figures, you might ask him thate I think he 
takes from the government report the actual amount paid in 
losses, the physical dollars; how much was paid iu losses, 
and how much was charged into the Canadian account by book- 
keeping entries of the same companies, and he shows a dis- 
crepancy of so much, because they have averaged their losses 
between the United States and Canada, and the losses in Canada 
were less in proportion. But that does net refer, in ‘these 
figures, to premium at all; just to how much was paid in 
1OSSES.s 

MR. MANN: I just want to draw attention to the exhibit. 
The net premiums written were $4,893,155 for the years 1936 
to 1943 inclusive. The losses said to be incurred were 
$1,194,026, whereas in fact the losses incurred in Canada 
or rather the losses charged against Canada were the fictitious 


~- and I say that with respect -- figure of $1,598,586, which 
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represents $384,560 charged in losses against Canada which 
2 Tact. C10 mot oomur. 

THE CHAIRMAN: You apply the word "fictitious" to it 
because part of that is incurred in the United States. Is 
that the idea? 

MR. MANN: Would that be disrespectful to the United 
States? lf so I would not suggest the word "fictitious". 
Anything is fictitious which is worked into a picture and which 
does not belong there. 

MR. ARNASON: Have you any information, Mr. Mann, to 
indicate that in some other years a different policy might have 
been followed? 

MR. MANN: Personally I have note I have no figures 
to indicate that, but those figures were spread over the 
period from 1936 to 1943 inclusive. That was a plus figure 
in those seven years. I cannot say as to the other point. 

I have not any doubt that in some years it would work out 
otherwise. But then I would suggest that the government has 
ne stand or fall on,théir minus. figures, because there would 
not be any profits to tax. Certainly in those years there 
were profits, but in relation to taxes each year must take 
eare of itself, must it not? 

BY MR. PARKER: 

Q» Mr. Hurry, just a moment ago you made a statement 
which I did not quite follow; that something, whatever it was, 
-could be left, you thought, to the finance department to 
settle. What was that, which you thought should be very well 
left to the department? A. The actual computation. 

Q. Of what? A. Of their premiums and expenses and 
losses in Canada. 

Qe ; just wanted that clear. You are the representative, 


the manager of the Northern company? A. Yes, sir, 
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Qe That is a British company? A, Yes, sir, 

Q- It carries on business in the United Kingdom? 
A, Yes; every part of the world. 

Qe We will just take one thing at a time. It carries 
on business in the United Kingdom? Ae Yes, Sirs 

Qe It carries on busine ss in the United States? - 
By 1O8, Sits 

Q. And it carries on business in Canada? As Yee, Sixy. 

Q. Under your supervision? A. The Last one only; 
in Canada, 

Q»- What is that? Ae You say it carries on business 
in the United States and carries on business in Canada, 
In Canada only it is under my supervision, 

Os THSt ais what I Said; it is under your supervision 
in Canada, and that is correct? AV NOS, Sars 

Qe Do they carry on business in other parts of the world, 
or is their business restricted to those three countries? 
A. They carry on business in every part of the world. 

Qe Do they keep separate accounts for the Canadian 
business or do they not? Ae In the head office my accounts-- 

Q. Just answer my question, if you please; then we will 
go on. Do they keep or are therekept separate accounts for 
the Canadian business, separate and distinct from business 
in other parts of the world? It would seem to me you could 
say either they did or they did not? A. It depends on 
What you mean by "they". 

Qe I mean the company. Had you any doubt as to whom 
I meant? A. Not a bit. As far as I am concerned -- 

Qe Let you and I have an understanding, Mr, Harrys 
Just listen to the questions, if you will, and answer them, 
and reserve your lectures for some other occasion. Would 


you mind? 
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MR. MANN: I cannot see that that is quite warranted 
coming from my learned friend as counsel for the commission. 
I do not think that type of observation to this type of 
witness is warranted by counsel, 

MR. PARKER: Then I withdraw and apologize. 

MR. MANN: This is quite an independent witness. 

MR. PARKER: I realize that. 

MR. MANN: Then treat him as such. 

BY MR. PARKER: 

Q.- What was your answer to the question? 

Ae Jl, aS manager for Canada, make up my accounts on 
the basis of the government requirements, and submit them 
to the superintendent of insurance. He examines them, and 
that is the account in Canada, for the purposes of taxation 
and for the purposes of government returns. I then make up 
an account, after taking off certain expenses and outlays 
and pros and cons which the government in Canada does not 
recognize in my accounts in Canada, and I make up a complete, 
final account for my head office, which I send over to them 
for the purpose of being merged with the rest of the business 
in the world. Is that the answer you wish? 

Deyo eh his) “you are the man making the 
answer. Ae I try to make myself clear. 

Qe Very good. Are the accounts kept in such a manner 
that there could be taken off readily the pene: of premiums 
on Canadian business, that is business written in Canada? 
fe YeS. 

Qe That can be done? A. Oh, Yese 

Q- 4nd the costs; and by that I mean the general 
costs, office operation, agents' fees and what not. Could 


they be taken off separately? fia) LOGe 
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Q. For the business written in Canada? Ae Yess 

Qe And could the amount you paid in losses be readily 
taken off? Ae They are shown very exactly. 

Q@.- Is it possible to pick out the amount set aside for 
reserves out of the moneys received from Canadian business 
in premiums? Ae A portion of those premiums is set aside 
by law. 

Qe Is that what I asked you? Agel am just trying: to 
be clear on it, to make sure I give you the proper answer, 
It is possible. I collect a premium, and the government says-- 

Q. This is what I asked you; if it was possible to pick 
out and compile the amount set aside for reserves out of 
premiums received on Canadian business? A. It is compiled 
in that fashion, in fact. 

Q. And it is true that substantial sums are placed 
into reserve out of premiums received on Canadian business; 
is that true? Ae Ines’ is true. 

Q. And that money which is put in reserve is invested, 
fee aa Ae YESe 

Qe Speaking as a general rule? Ae Yes. 

Qe And yields an income? A, That. 18 right. 

Qe Could there be taken off the amount of investment 
income from your reserves, arising from premiums received 
on Canadian business? A. That could be done, but not by 
me. IT am not in possession of the. saripse 

Q- But the amounts of that can be had at head office? 
A. Yes. That could be shown. 

Q.- But you have not the figures? As DOs 2 Rave 10t.s 

Qe With that income, whatever it might be, arising 
from that Canadian business, does the company pay any income 


tax in Canada? Rey NOs 
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Qe Does the company pay any income tax in Canada? 
Ae Oh, yess 

Qe. On what does it pay income tax in Canada? How is 
the amount arrived at? As On the surplus in its under- 
writing account. 

Qe And how is the underwriting gain -- what items 
compose the amount on which it pays income tax in Canada? 
fie The eee is shown in detail in the government returns. 

Qe Would you tell me? I have not the government 
returns here. Just tell me, please, in as few words as you 
can, on what items, what amounts the company pays income tax. 
POuReTS (referring now tosthesbluae book? AsnYess 

Q. For what year? As For: 1942. 

Qe What page? A. ‘Page: 54], 

Q. Now can you tell me? A. It shows there losses 
ineurredy so: much. 

Qe That is losses incurred in Canada? Ae Yes. 

Q. Meaning the amount paid for losses in Canada? 

A. Or the losses which are outstanding and unpaid; 
we have to set that up. 

BY THE CHAIRMAN: 

Qe That is for your company? Aw YO Sis 

Qe You are speaking of your company now? Ae Yes, 
I am speaking of my own company now. That is the reference, 

Dy Mis (PARKERS Yes, thet us limit our discussion to 
that. A. There are the losses incurred, and tha are show 
all expenses incurred, including so much for the cost of 
adjusting losses. 

Qe Those are the expenses incurred in connection with 
the Canadian business? A. The amount actually spent in 


Canada. 
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Q. As such, or pro rata? A. They are all the 
actual expenses. Then there is a reserve of unearned premiums 
at the end of the year, that is computed by ascertaining, 
according to a formula, the amount of my unearned premiums. 
If I write a policy this year, for one year, it is deemed 
that all those policies have been in existence for six months, 
at the end of the year, and I have to put half the premium 
up at Ottawa to make sure I cover up the rest of the contract. 
Then there is a special reserve for guaranteed bonds. That 
is a special thing, a small reserve arbitrarily arrived ar, 
and the amount is quite small. Then there is profits and 
underwriting gain. The other side of the account shows first 
of all the reserve ofpremiums, unearned premiums carried 

forward from the previous year; then this little reserve for 
guaranteed bonds, then my net premiums written in Canada 
for the year, and the balance is struck, and I am shown to 
have an underwriting profit. 

Qe. And then on that amount the Canadian income tax 
is applied? A. That is right. 

Q.And that is all the income tax they pay in Canada? 

A, hed Ls) Paent, 

Qe Your particular company? Aw YOSe 

Q. And have I got this clear, that in so far as the 
company is in receipt of any investment income, it does not 
bay anyroncone tex upon it. Is that sieht? 

Pal Lordoes: HOt, I do not invest money in Canada. 

Q- [ realize that. That is the theory or the basis, 

I assume, as to why you do not pay it in Canada; because all 
investments are taken on the basis of having been made at 
Head Office, where I suppose in fact they are actually made? 

A, That is right. 


Q. Perhaps this has not very much to do with us, but 
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does that apply in reference to the United States business, 
do you know? Ae I can only talk for my own company. 

Q. I mean whether investments with moneys earned in the 
United States are all made through the head office, the same 
as in connection with the Canadian business? 

A. I do not know what they do with that, but they are 
taxed upon the same basis we are. They are corporations coming 
into Canada to do business. 

BY THE CHATRMAN: 

Qe I suppose a wholly American-owned and operated company 
in Canada is treated on the same basis as yourself? 
A. That is my understanding. 

MR. PARKER: Unless they operate by means of a subsidiary. 

Th CHAIRMAN: Oh, yess 

THE WITNESS: I should like to make sure that I did not 
give an answer without fully understanding what the chairman 
said. He speaks of a company operated by a United States 
company. He is speaking about a United States company operating 
a branch here? 

BY THE CHAIRMAN: 

Q. Comparable to your company operating from Great 
Britain? A. That is right. I think there is some confusion 
there about whether there might be a subsidiary; the word 

"subsidiary" was used,.and I was afraid of thet. 

BY MRe PARKER: 

Q. During this week you have on many occasions heard 
criticisms, or what I think were intended for Brie ioiens 
of the way Mr. Finlayson sets up his reports? Ay Yess 

Qe That they were either wrong or misleading; I am not 
just sure what was intended; at any rate’ they left an im- 
pression, as between the stock companies and the various 


types of mutuals, of some unfairness, or something 
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misleading. I do not know just what the criticism was. 
You know what I am referring to? As Yes, I think so. 

Qe Do you agree with that criticism, or do you feel 
that Mr. Finlayson's reports are set up on a proper basis 
in order to show the proper relationship between the two 
groups, the two types of companies? Ae AS I understand 
Mr, Finlaysonts function, it is to ascertain what are the 
operations »%f a company in Canada, and it deals entirely with 
its business in Canada. He makes up his accounts on that basis. 

Qe Do you think the criticism offered is well founded? 

A. No, I do not think so. 

Qe You do not think there is any foundation or justi- 
fication for that criticism? A. Noe 

Qe And you have studied it with that in mind, and that 
is your considered view, is it? Ae My considered view 
is that the business methods of all companies are put on the 
Same basis. If one company has shown a result which is not 
Gs final result in Mrs Finlayson's return, 1 could claim 
the same thing as far as my own company is concerned, because 
I have to do a lot of things with the report of my company 
after I furnish my report to him. 

BY THE CHAIRMAN: 

Qe In other words, if you wanted to change Mr. Finlaysonts 
Opinion, you would have to compute the figures in the way he 
has done it in the blue book? A. That is right. 

BY MR. PARKER: 

Q. Just a word as to the Special War Revenue Act. Your 
company does pay a tax under that act, does it? 

A. That is right. | 

Q. It pays one per cent? A. Three per cent now, 


of course. No, I am sorry; it is two per cent. 
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QO. That is right. Lt was one per cent before the 
provincial-dominion arrangement was made? A. Yes. 

Qe And now it is two. per cent? Ae Ye@S~ 

Q. Will you tell me just exactly on what you pay two 
per cent, just as specifically as you eee Tell me how the 
amount on which two per cent is applied is calculated? 

A. I take my gross premiums received. I deduct from that 

any premiums which I have passed to companies licensed to 
Canada for reinsurance, and they take care of that part of it. 
T also deduct returned premiums for cancellations, and then 

I arrive at my net premiums for the purpose of taxation. 

Q. And it is on that figure that the two per eent is 
applied? A. On that figure the two per cent is applied. 

Q@. That is what you pay the tax on? Ae YOR 

Q. That seems fair. Now let us take the type of company 
which I understand pays three per cent. That would be what; 
the reciprocals? A. No, the cash mutual companies. 

Q. Will you tell me, just as simply as you can, how the 
amount is calculated on which the three per cent is applied? 
A, 1 Gan only presume. 

bi. Ir you co noo Know -) will not press) you, (ft vou de 
know, please tell us. A. I am under the impression-- 

Q. I would rather not have impressions. If you say 
you are not competent to answer that question, do not struggle 
with it. However, I do not wish to shut out impressions, 
if the commission cares to hear them. T want to get this 
that as concisely and just as clearly as I can, to see if 
the different types of companies are taxed on a comparable 
basis, or on a fair and equitable basis in respeot to each 
other. You have given us very clearly how the amount is 
calculated as far as the stock companies are concerned. Can 
you give me in the same way what it is calculated upon in the 


case of the companies who pay the three per cent? 
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Ae I am afraid I will have to refer you to Mr. Finlay- 
son for that. 

Qe You have perused his reports? Ae Yes. 

Qe Is it not shown in the reports? Ae. Yes< 

Qe Do you understand the reports of Mr. Finlayson? 
ae they clear to you? A. Would you like to pick out a 
company? 

Q- No, I am just talking about the general principle 
at the moment. You have studied the reports? You understand 
them? Ae Yes, 

Qe And you say this is shown in the reports, how that 
amount is arrived at on which the three per cent is: applied? 
Ae Yese The reports do not indicate to me that it is applied 
on the same basis as my own company. 

Qe That is where the dispute arises, as to whether it 
is or not. You tell me how the amount is calculated, and we 
will let the commission decide whether it is the same or on 
a comparable basis. Can you du that? 

As i cannot do that, . I can réad from: this report. 

Qe If it is merely reading it, the commission cm do 
that as well as you can. if YOU Cannot explain ito Tawi) 
nov DoOtner you, Now let us come to the other group, the 
reciprocals and factory mutuals, who pay four per cent on 
Something? L5VeS 

Qe And I put a similar question to you. Can you tell me 
how the amount is arrived at on which the four per cent is 
applied in that type of company? As L[ cannot. 

Q» But it is all ‘set forth in the report? A. He does 
not show how the amount of premium is arrived at in his report. 

Q. Hither for the factory mutuals or the cash mutuals, 
either one? Ae No. 


Q- I thought you said in reference to the cash mutuals 
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that it did ? ie It shows the figure as premiums, but 
with regard to the other mutuals I would not be prepared to 
Say that the figure shown in here is premiums, because 
apparently there is some divergence of opinion as to what 
is premium. Mr. Gray gave us some new figures. 

Qe I quite realize there is a difference of opinion, 
and I am trying to keep away from opinion and get down to 
factSe A. I am not able to give you facts in regard to 
their premiums. 

Q» You are not able to explain to me how the sum is 
calculated on which the four per cent is applied in the one 
case and the three per cent in the other? Aco D> anvnot. 

Qe But you referred me to reports and say it should be 
there. Is that what you say? A. That is right. 

Q. Then if it is there, why can you not tell me? 

If you have read the reports and cannot answer that question, 
Il am sure I will not be able to. My instructions are, 
and my understanding from looking at the reports and the 
Pivtvie I can gather from them, 4 that it is not Phere. 
that there is not sufficient data in that report to enable 
you or anybody else to answer my question. Do you agree 
with that? A. That is exactly so; that is what I have 
been trying to say. 

Qe I am sorry I misunderstood you; I thought you said 
it was there. A. Certain premiums are shown here. 
How they are calculated, I do not know, 

Q- I know the four per cent is applied to something 
there, but my inquiry is as to how that amount is calculated 
out of their gross intake? Ae I replied some time ago; 
I said I do not know. 

Q. You had something to say, as I understooé you, in 


regard to the reason why this four per cent and three per cent 
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tax was imposed upon certain companies as compared with two 
per cent on the stock companies, that this had some relation 
to the amount of income tax each was paying or not paying; 
is that right? ha eG hs Ate nti. 

ha 26 that a tair way to state it? At the present 
time your cotipany and others in a similar position pay both 
taxes? A. We do. 

Q» You pay the premium tax on the basis you have described, 
and you also pay the income tax? A. That is true. 

Qe And now they do not get the credit on the amount of 
their income tax for the amount of the premium tax? 

A. That is true, 

Qo Whereas formerly they did get that credit? A. Yes. 

Q» Have we got it straight now? As Yes. 

Qe And that change was made in 1942? A, Yes, and 
app ired (50. 1941, 

Qe And that arose, you say, in some way as the result 
of or out of the dominion-provincial agreements? A. That is 
rgclay 

Q- Why do you say, as I understand you to say, that the 
higher rates of four per cent and three per cent as imposed 
upon these companies as compared to two per cent on the stock 
companies, is related to the fact that you pay income tax 
and they do not? What do you base that upon? A. Do you 
wish me to repeat the evidence I gave to Mr. Mann with respect 
to that? It is rather lengthy. 

Qe You told him so much I could Bee col ae you, but 
could you tell me, as briefly as you can, what leads you to 
make that statement, that the higher rate was imposed upon 
these companies because of the fact that the stock companies 
were paying income tax and they were not? That was a 


correct summation of your statement? A. Yes. 


. 


Os 


-6479-— Mr. Hurry 


Qe I just want to test that. I am not saying it is not 
true, but I want to know upon what you base it. What is your 
authority? A. I went into this question a long time age, 
in 1942, when the thing was raiseé@, to find out what the 
effect was. That was the effect, arithmetically, that I have 
described to you. Upon inquiry I found that the reason 
for this -- 

Qs May I interrupt? What inquiry$ from what source? 

A. From the insurance department at Ottawa. 

Qe That is Mr. Finlayson? fs YOS«. 1 found -- 

Qe He told you, you mean? A. He or one of his 
representatives; I am not anne which. It was some time ago. 
Qe I should like to know, because I might want to 
interview this particular CEL tee Could you be as 
definite as possible? You do not know whether it was Mr. 
Finlayson who told you this? A. I do not know, because I 
did not make the inquiry personally. I made it through one 

of my staff, and I was responsible for him, 

Q. Is there any reason why you should not disclose 
to us the name of the member of your staff who made the 
inquiry? A. Not the slightest reason in tne world. 

The chief accountant in my office is a Mr. James Young. 

He ascertained and reported to me that the premium tax of 

two per cent was imposed because there was a withdrawal 

of a concession -- if it was a concession -- enjoyed by the 
taxpaying companies. Prior to that the tax operated as 

a minimum income tax on profits. . I paid one per cent or 

I paid tax on profits, whichever was the greater. They 
withdrew that concession, and I paid two per cent -- no, 

I did not pay one per cent, but I paid premium tax of two 

per cent, and I paid income tax on the full of my underwriting 


Surplus. 
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Qe But I do not yet quite see anything in that to 
justify you in saying that because of that, they put the higher 
tax on the other two types of companies. Do you? 

Ae The other companies were in exactly the same position 
as they were before, and we were in exactly the same position 
as we were before. That was the effect, and that was the 
intention. 

Qe And when the storm blew over, you were in exactly 
the same position? A. Exactly the same position as before. 

Q. Is that all you wish to say on that? is: theatre. 
you wish to say as to why these two rates of taxes are 
Gi iL erent? ive LO u ee ah, | 

MR. MANN: Perhaps I may correct that. It was that 
plus the very clear and lucid statement he made before, 

That 1s his whole answer. IT should like’ that clear. 

THE CHATRMAN: You are not putting your words into tk 
mouth of Mr. Hurry, Mr. Mann? That is your observation? 

MRe MANN: Yes, but I say I would like Mr. Parker to 
understand that these last words are not the whole answer. 

MR. PARKER: It does not make any difference whether 
IT understand Lb or sate 

Q.- What I want is to make sure that you, hei ea tee 
have given all the authority that you had for making the 
statement that you did, as to the reason these rates were 
different. Have you told us all you want to say? 

he: Gave Said here ali’ Ty ‘wish to.say's 

Qe Have you told us all you wanted to say as your 
authori ty? He ALL 1 have said on the subject is all I 
can think of saying. I have nothing else, unless you have 
some question to ask. | 

Q. Then there is another thing I wish you would clarify 


for me. You worked out something, that 40 per cent of 
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two and a half per cent was equal to one per cent. I guess 
that is true mathematically, but I did not quite follow 

y our argument or what you endeavoured to provee Would you 
re-state that, please? Ae If I make a profit of two and a 
half per cent on my premiums and I pay to the government 

40 per cent of that profit, then I am paying to the government 
one per cent on my premiums. That is the nplieetient 

Q. That is complete now, is it? A. Yese 

Q.- Did you assist Mr. Ham and others in the preparation 
of the brief? As Broadly. 

Qe Just what do you mean by that? Ay AL Tome 
concerned with in this matter is broad principles. The 
detail of the brief was put before couneil and the brief 
was then submitted to us. 

Q» Did you discuss with those who were preparing the 
brief the specific recommendations that appear in the brief? 
Ae Yes. 

Qe I suppose after consideration of the Situation, 
as you understand it? fe LOS, 

Qe And realizing what this commission was charged with, 
you brought your mind to bear upon some Specific recommenda- 
tions which you thought would help and be fair? A. That 
Le rien be 

Q. Then let us look at those for a moment. Ae. You 
are referring to page 11? 

Qe Yes, page 11 of the main brief. These are the 
recommendations: i 

"We suggest the following modifications of the 
income and excess profits taxing measures as regards 
mutual and reciprocal insurers: 

"(a) that all exemptions from taxation with - 


respect to insurers in the other than life field be 
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eliminated.” 
That is perfectly clear. You understand reasonably well, 
I am sure, and perhaps entirely the method by which these 
So-called mutuals operate? Ae I have heard a good deal 
about it here. 

Qe And you are reasonably familiar with it, quite apart 
.from that? Ae YOss 

Q. In your opinion, from your general knowledge and 
such knowledge as you may have acquired during our discussions 
here, do you feel that these mutuals require any statutory 
ecompuLon im order not to have to pay income tax;,or do you 
think they just have no income, from the very nature of their 
operation? Aso I think ‘that they are Liable to income 
tax under the statutes as they are at present. 

Q. Perhaps I have put two questions to you, and you have 
given me an answer to both of them, but can you separate them? 
Assuming there were no exemptions now under section 4 of the 
Income Tax Act at all, do you think these companies as you 
understand them would be taxable? Ais Cad Os 

Q And you still think they are taxable, notwith- 
standing the exemptions? Ae Yes. 

Qe In other words you do not think the exemptions, 
whatever they may be, are wide enough to exempt these 
particular types of company? Ae That is my view. 

Q- Then what is the point in wiping them out, if they 
do not exempt them anyway? What. is the point.in wiping 
out the exemptions if these companies are not exempt? That 
would not affect the companies, would it? A. Dhaters a 
matter of argument and law, and I do not think I am competent 
to undertake that. 

Ow, “Very good. 


MR. MANN: I think you are right. 
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MR.PARKER: I think likely he is, but in any case we 
have his answer. 
Qe Now let us come to the next recommendation: 
"that the tax on imcome and profits in respect 
of unincorporated bodies such as reciprocal exchanges, 
and inter-insurers who act through an attorney in fact 
be assessed to income tax upon the respective members--" 


On whom should the tax be imposed under that sentence, 


and on what amount of money? What is vour recommendation 
there? A. Your reference is to the word "members" I take 
LG? 


Q. My reference is to that sentence, “the tax on income 
and profits in respect of unincorporated bodies. .. be 
assessed to income tax upon the respective members." Frankly 
I do not understand, and I wish you would tell me two things. 
Who is the person you want to pay the tax, and in respect of 
what sum of money? A. This body, whether it is incorpor- 
ated or not. 

Qe Which body? A» You are referring here to recipro- 
cals. 

Qe IL am referring to whatever you are referring to. 

That is just what I am trying to find out. The evidence 
here all week was that in the reciprocals --= 

Ae This is the reciprocals. 

Q. And in that case there was no such thing as a body. 
Perhaps you do not agree with that; I do not know. Now, 
do you get my question clearly? Ae YOSe 

Q.- Ther who is the taxpayer and in respect to what 
amount of money do you suggest a tax be paid? As Lies 
reciprocal is an association of people. They call it an 
exchange, we will say. An exchange is a place, but these 


people meet together some place. They keep accounts. 


et i 
anne a i 
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They .are reciprocal; that is to say, each is for all, 
and all the rest of it. They have, then, some sort of a 
common eanas some sort of common pool out of which money 
is taken and into which money is pute The suggestion I made. 
was that, getting down to fundamental principles and forget- 
ting all the detail of method, the government should ascer-= 
tain what profit that body or that agglomeration of people 
make in Canada.. Suppose for a moment they insure a large 
number of risks in Canada. 

Q. We do not have to suppose that; they do. 
A» All right; they do insure a large number of risks in 
Canadas Suppose that this particular year they are fortunate, 
and have no fires in Canada at all, while they have a large 
number of fires in the United States. For the cost of those 
fires in the United States, of course, they will assess 
their Canadian policyholders, who will have to pay so much 
money. Those members of this nebulous body, whatever you 
call it -- 

Qe That is what I am trying to find out, what this 
body is. 

BY THE CHAIRMAN: 

Qe I suggest to you the expression "joint venture''s Ae 
All right, sir; thank youe The members of this joint 
venture are operating as a whole. In Canada the joint 
venture has made money; it has made a profit, by reason of 
the fact that it has paid no losses in Canada but has 
collected premiums in Canada, That is the situation I 
have in mind when I suggest that taxation upon the operations 
of this body in Canada should be applied to the figures 
in and out in Canada, just the same as they are with me, 


As I said before, I cannot ask my United States friends 
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to send me up some of their losses, although it all concerns 
the same pot, the same as theirs do. I cannot ask them 

to send me up some losses here, to average them up and put 
them through my books in order to ease the tax situation. 

Qe Having gotten that, then, I want to ask you if you 
will tell me who is the taxpayer in the recommendation which 
you suggest; who should pay the tax? Is it the individual 
uonbers, Of is it athevattorney in fact, or who is it? 

That is the question I want answered? A. There is a 
common pot with some money in it. That is the taxpayer. 

Merk Cid nop reel ly esr rol about ‘thaty We aeibhe 
pot that is to pay the money? Is that the taxpayer? 

A. All expenses come out of that pot, and I guess the tax 
could come out of that, too. 

Q. But taxes do not come out of a pot, unless somebody 
puts their hand in and takes the money out, in my experience. 
Will you please tell me, are you suggesting that the tax 
be imposed upon the attorney in fact? Is that the tax- 
payer you have in mind in this recommendation? 

Ae I am trying to enunciate a fundamental principle. 

Qe Well, I am trying to get a simple question answered. 
Look at your recommendation: 

"that the tax on income and profits in respect 

of unincorporated bodies such as reciprocal exchanges 

and inter-insurers who act through an attorney in fact 

be assessed to income tax upon the respective members--" 
I understand that somebody is to pay a tax. Are aes suggest- 
ing that the individual members of this reciprocal should pay 
a tax on something? Is that what you mean; and if so, what 
do you mean by "something"? A. It ultimately would reach 
them, of course. 


Qe I did not say that. I asked who is to pay it; 
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who is to make out the return; who is the man that Mr. 
Fraser Elliott or his Department is going to bill for a 
tax? Who is the taxpayer? A. They have a central repre- 
sentative who makes up those returns. 

Qs Is that really an answer? As 1 am perfectly 
satisfied to leave the details of that to the finance depart- 
mente 

we. Well, Lam not. 

BY THE CHATRMAN: 

Q. Is there not a split personality? The attorney in 
fact acts for himself personally and he also acts in a quality 
for somebody else, an inchoate body, or something else. 

Le. tet Uneuidea? 

we That 1s it. 

BY MR. PARKER: 

Qe Just one or two more questions . What we have said 
concerning the reciprocals, that is your recommendation in 
paragraph (b), does it apply to both the reciprocals and the 
factory mutuals? A. Yes. 

Qe Who is the person to be assessed in the case of the 
factory mutuals; the company itself, or the members, the 
policyholders? A. That would seem to me obvious. 

The method of getting the collection is a matter for the 
collector. 

Qe But this is a matter of your recommendation, which 
fe -ditferent.o We tan all = home,.and tellthe eollector 
to do it himself, but this is what we have been requested 
to do, and we in turn are receiving a suggestion from you. 

A. Are you still talking about paragraph (b)? 

Q, Yess There is no recommendation in the .first part 


of that relating to the factory or cash mutuals’ at all? 


ie Dhaba shticht. 
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Qe Then let us go on to the second part: 
"=-and that the attorney in fact be assessed to income 
tax and excess profits tax in respect of the income 
and business profits of such organization remaining in 
his hands." 
What is the organization to which you refer there? Ae The 
joint-venture, I think, was the word which was kindly given 
to me. 

Ged an afraid you are only jumping from the frying pan 
into the fire. You cannot very well tax a joint venture. 
I never heard of a joint venture having an income tax imposed 
Upon Do dad wou? 

THE CHAIRMAN: I am afraid I talked you into that, 
Mre Horry. 

THE WITNESS: This joint venture is in business. 

BY Bits PARKER? 

Qe But IT am looking for the sdenvity. of the t ax-payer, 
somebody I can send a bill to and sue, if he will not paye 
Do you see my point? Ae YeSe 

Os. Who is it? A. Well, it may be the individual member 
in Canada. It may be the attorney in fact, who is holding 
back some funds which should accrue out of profits. 

Qe Or it may be somebody else? Beit “Sink hey oe 
Avis You may collect from a joint venture, 

Qe AS a lawyer I have often sued people, but one of the 
first things I have to decide is whom I am going to sue; 
otherwise I am liable to get into trouble. I want you to 
Pell we this A tax had to be imposed upon somebody. 

Who is the taxpayer that I can insist shall pay me? LP You 
cannot tell me, just say so? Ae The taxpayer would be 
the individual member. 


Qe For how much? Hach individual member for the whole 
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amount, or only for his share? A. For his share of the 
amount. 

Oe Loy Le, 1% Lea purely several liability, you 
suggest, not a joint liability; is that your claim? 

Ae Yes. You are getting me into legal questions now. 

BY THE CHATRMAN: 

Q. As I got you into that I will perhaps suggest this, 
that the attorney in fact is the holder of the fund which 
we have termed the joint venture, and the fund is responsible 
for that tax-- I am only suggesting this to you, Mr. Hurry-- 
which is in the hands of an individual. 0) is, the Tand 
that pays the tax. Leitnat nowraeny , Mr Hurry? 


Ae Yes » 
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MR. MASON: The attorney-in-fact does not hold funds; 
he holds certain funds, but not the funds referred to here. 

THE CHAIRMAN: Perhaps he holds immediate title to 
the funds. 

MR. MASON: Noe 

THE CHAIRMAN: Immediate title? 

MR. MASON: No. 

BY MR. PARKER: 

@. He holds capital funds, but not necessarily the 
funds on which the recommendation suggests that the tax be 
made. 

THE CHATRMAN: My attempt to assist Mr. Hurry has 
not helped very much. 

BY MR. PARKER: 

@. As I understand the recommendation it is a sort 
er wo bo One arfair: the first part 18 @ tax .on some 
specific fund, in the name of some specific person or body; 
and then we have a second part, and I want to ask some 
questions with respect to that. What makes up the tax- 
able item which is referred to in the second part of the 
recommendation, and who is the taxpayer? fake a look at 
ba 

MR. MANN: He had better read it right down to the 
last line, right down to the last line. 

BY MR.PARKER: 
Q. Beginning at the word “and* we find the words: 
tand that the attorney-in-fact be assessed to income 
tax and excess profits tax in respect of the income 
and business profits of such organization remaining 
in his hands." 
I w ould call your attention to two or three words in 


that quotation. I refer to *income and business profits 
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of such organization remaining in his hands." That pre- 
supposes that there is an organization, I suppose. This 
group or association or, call it what you like - remaining 
in his hands when, or remaining after assuming what? 
What do you mean by “*remaining in his hands" A. ‘That 
refers to undistributed profits. 

Q. It refers, you say, to undistributed profits? 
Ae (VCS 

Q@. And the first part refers to distributed profits, 
does it? Aw Yess 

@. And the distributed profits are to be taxed in 
the hands of those to whom they are distributed. Is that 
your recommendation? Ae LSSs 

Q. The distributed profits are to be taxed in the 
hands of the person in whose hands they are? A GO Ste 

Q. And in this case you suggest the attorney-in- 
fact? Roves* [Accent ‘that on the eround that you 
suggest that the common pot should be taken in. 

®,. 0h, Go not make your ‘answer as a4 result of any- 
thing I have suggested. 

MR. MANN: We cannot take action against the common 
pote 

BY MR. PARKER: 

Q. I want your answer to be made on the basis of 
what was in mind when this paragraph was drafted. 
A. Yes, I take it as meaning just what it said. 

o Then. coming won bo the next) part, = 

"That the Reet ah ain by parliament that reciprocals 

and motuals enjoy an advantage over the stock com- 

panies appearing from the differentiations in the 

premium tax.‘ 


We discussed that before, did we not? ho wee. 
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Q. That by reason of the fact that they pay more 
under the Special War Revenue Act --- A. Then we suggest 
that when they pay income tax that those differences be 

removed. 

Q. Be allowed as a credit. A. That these differ- 
ences between 2, 3 and 4 per cent be removed when those 
people pay income tax. That is the import of the thing, 
as I understand it. 

Q. It would be the same thing if they make up their 
income tax, and then take a credit for the differential. 
pe Were LS no credzts 

Q. But in computing the income tax, if they have 
Gomputed it at 100, and then take a credit.for the dirfer- 
ence between the two and three and four respectively, 
that would equalize it, would it not? hee! Veo. 

Q@. The net result would be the same. Dea! UNGSs 

BY MR. ARNASON: 

Oy ‘Then, in commection with clause (6): 1 take it 
that you agree that purely farm mutuals should be exempt, 
iy eny 8vent's A. 1 recognize the fact that thers is 
Such 2 thine as 4 pure Imtual. 

Q. And you do not think any of those about which 
we have heard, with the exception of the farm mutuals, 
are pure. 
| MR. MANN: We do not think they are pure. 

BY MR. PARKER: 

Q. Anyway, you have -not seen any. Bs AEney are 
in international business. I cannot recognize the prin- 
ciple of a pure mutual, and I use the word "pure in the 
sense I used it the first time. 


BY MR. ARNSSON: 


Q. I referred to farm mutuals. Ky OLS Cees 
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local, municipal and regional farm mutuals operate within 
a group of people who know each other and who do business 
with each other. That is a different matter from some 
mutual he oi is operating at large, and sometimes even 
operating internationally. 

Q@-. You think that the size of the group makes some 
difference? A. No, the nature of the group would have 
mone Poo Ue witheis than. the ssize of it. 

BY MR. PARKER: 

«Lom hea ya (been here "all this week? Ae Yess 

Q@. We have heard about several kinds, among which 
have been the reciprocals represented by Mr. Mason. you 
donot think that he represents. a pure mutual types? 

A. No. 

Q.- And then, coming to the factory mutuals, you 

think they are taxable, too? Ao Yoo. 
BY THE CHATRMAN: 

Q. Do you not think that Mr. Masonts clients are 
more nearly pure than the others are? Ab» Dew cebvane 
back to fundamental principles. What do they take out of 
Canada, and what do they put into Canada? That is all 
that Canada is interested in, I should think. 

BY MR. PARKER: 

QQ. And then, the American Mutual Alliance; you say 
they are taxable? Ais Yess 

Q. And the Ontario cash mutuals? Aw Yess 

Q.  Phey are taxable? A. Yes. 

Q. Then, with respect to the Ontario farm mutuals --- 
Ay Whee, DI course, thal is: maeguestion of theism. actus. 
nature. 

Q. I say that as you heard them described and 


exposed to view this week you think they come within the 
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taxable variety or the exempt variety. ee. Local tarm 
mivuals. J. think are Tairly free. of) tax. 

Q. Are they entirely free? Is there anything there 
to tax at all in the farm mutuals as you heard them 
described? AM LTRS titis: 0% 

oe Wo CoMmot Think so? A. NOe 

is Mimic, then thesonéw rom .quebec> the wari sh eroup, 
you remember them? Bn YC Ss 

o>. Where do they come in? hes Phey seem to oper- 
ate in the same method as the local farm mutuals. They 
are local farm mutuals, and they are incorporated within 
a municipality sometimes -- in fact, they seem to oper- 
ate as municipal organizations. JI do not think they are 
haxable. 

Q. They clearly come within the mutuality doctrine? 
Ay Yes, that is as nearly as I can conceive -- purely 
mutual operations. 

Os Mind thenj lithe  lastaene, | thatithisisaction.ob she 
Special War Revenue Act be removed, and that such sections 
be repealed, and/or that all insurers be put on an equal 
tax @octing. SOL course thaty last. sentence: does; nou-nean 
very much, I suppose, where it refers to equal tax foot- 
ing. There may be a dozen ways it can be done. Have you 
anything specially in mind? Bs Noj as a dUSiness: man, 
and not as a lawyer, I suggest that when they pay income 
tax they should be put on the same basis in the computa- 
tion of the tax as the stock companies are. 

Q@. And the Jast paragraph states: 

"That the Commission recommend that the administra-~ 

CiOn. OL tbSese measures... <7 
What measures? Are you referring to the ones which you 


suggest should be adopted? tial VOB. 
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Q- And you continue, in the paragraph -- 

"....be brought in so far as possible, into harmony 
with the provisions of the administrative sections 
of the income tax and corporation profits tax 
branches of the British legislation." 

What does that mean? 

MR. MANN:: If I may be permitted to say so, that is 
my baby, entirely. Mr.. Hurry had nothing whatever to do 
with that. It is based upon the eran oe to the Commis- 
Sion in England as to the different local administrative 
operations. The suggestion is that‘this Co™mission cull 
oid the different local administrative operations, as in 
England, such recat be useful for the purpose of collect- 
ing the tax, purely administratively, and not legislativ- 
OMe) 12m Pespousible entirely. for that, and IF do nor 
tok 2 even discussed it with Mr. Hurry. 

MR. PARKER: We will find out. 

MR. MANN: I do not think I did, although of course 
{ may have. 

MR. PARKER: Your ideas as a lawyer are excellent, 
but I want to know if Mr. Hurryts ideas as an insurance 
wan agree with yours. 

DY OME. PARRA: 

- LOU Rave read it, have you, Mr. Burry? yin are te 
not know what these administrative arrangements are. 

Q@- You are not in a position to express an opinion 
on it? Bi Un 

Q- AS to whether you agree with that recommendation 
Or BOti. A. No. 

Q- Al’ Fight. You have mentioned that Mr. Young, 
one of your associates --- Hien (Bi, | 


Q@- ---had brought you certain information from 


* re a 
canes 


De ' Nd 
SEE | 


Mr. Finlayson's office? A«, Yous 

Q. Is he available? A. He is in Montreal -- at 
least, I guess he is on his way to Winnipeg at the present 
time. 

Q.- I do not know whether you consider it worth while, 
but it seems to me it might be worth while if you would 
have Mr. Young state, perhaps in a letter, exactly what 
information he has -- that is, if the Commission thinks 
that that would be desirable. ; 


BY THE CHAIRMAN: 


Doin Prererred Lo in your deposition? es EY Oss 
BY MR. VAUGHAN: 
Q. In paragraph (b) we find these words: 
"That the tax on income and profits in respect of un- 
incorporated bodies such as reciprocal exchanges...." 
And so on. You will note that there is a reference to 
income and profits. Are there two separate things in your 
mind when you speak of those two things, namely, income 
and profits or are those two words meant to mean the same 
thing? You have used the same two words later on. 
Aw Well, -income tax refers to income inthe sense of 
profits. 1 do not know that the juxtaposition of those 
two words means anything. [It may be redundant. It is 
something which I think the drafter of the law might 
Pius roe, bu J could not. de it. 
BY THE CHAIRMAN: 
Q. Possibly those two words were put in there to make 
sure that nothing was omitted. A. Possibly so. so far 
as IT am concerned, I do not take them as having any 


particular significance. 
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BY MR. VAUGHAN: 

Q- Is there not a fundamental point to be considered 
there, in respect of what is income and what is profit? 
Have you in your mind the determination of those profits-- 
taking gross premium received from mutuals, or gross pre- 
miums charged to their members, or the net amount? What 
would be your basis of determining the income and profit? 
A. Perhaps if you take. it either way the ultimate result 
Should be approximately the game. Supposing you take the 
factory mutuals which collect a large deposit -- we will 
say ten times what they expect they will be. Rae 

cHe premium collected. Then, they have a large number 

Of risks, and J believe Mr. Freeman said that the law did 
not allow them to continue a risk by renewal more than 
Sieeyoare., f toink the risk is written, for one year, and 
is carried by the mutuals more or less by a renewal rider, 
so that the contract is continued. wt Gid moG Comb ane 
for longer than six years --~ I may be wrong as to the 
exact number of years. 

MR. MANN: I think it was five years. 

THE WITNESS: They must have every year some of these 
risks terminate -- some are cancelled and some terminate. 
They collect a certain amount of money in the way of pre- 
miums -- it may be deposit premiums -- large amounts of 
money, but they have large amounts of money being paid 
back. The ultimate result of taking the gross premiums, 
less cancellations and terminations would, LT think, in 
the long-run, probably not be entirely different from 
taking the amount of money which is collected from them 
partly by way ot tax debit and partly by interest on the 
large amount which you set up. If they take gross pre- 


miums less cancellations and terminations, and any 
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-6497 Mr. Hurry 
re-insurance that es have within Canada--not outside of 
Canada--I believe they spoke about having some catastroph- 
ic insurance in the United States - they then would be on 
the same basis as we are. 

BY MR. VAUGHAN: 
Q@. That would be disregarding their rebate to their 
policy holders altogether? As Yes, it would be taken 
orf as a termination. 


W. They make 4 large rebate at the end of the year? 


Q. Would that rebate be taken off before you deter- 
mined the profit? A. It is a bookkeeping entry. 
Apparently they make this bookkeeping entry and show their 
PrenIme ee so much net. But in the Long ron, looking at 
at broadly, if they took their collections “in and their 
money paid out it would seem that the figure should be 
approximately the same. These are figures upon which 
ehe SLOCK Companies are taxed, and I do not. think that 
other companies would be unduly penalized if they did the 
Same thing as we do. They could take their premiums, 
less cancellations and terminations. I think Mr. Gray 
spoke, with justifiable pride, about a $200,000,000 risk. 
If they set up the ultimate cost of that at 6 cents--not 
allowing for interest~-they would collect 60 cents per 
cent. That is, that company would pay $1,200,000. fThat 
seems a lot or money... Bub in due course, at the end of 
a certain period, part of that money would go back-- 
probably a large portion of it-- and be paid back. 
Ultimately it should wash itself out, pretty well. That 
is the manner in which government accounts are computed. 

Q. D understand your idea is to take the gross pre- 


miums or net premiums, after that rebate is made, in 
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determining this income and profits. a. Yes, that is 
the position, the same as ours. We take off cancella- 
tions from our gross premiums. 

Q. But are they permitted to deduct rebates in 
determining their income and profits? Would that be SO, 
according to your idéa? A. That contract. is finished 
when you pay back the unused part. of the premium. That 
is what I call determination. 

Q. If that is allowable, under your plan that would 
be the net premium. A» Yes. 

its (MANN: “Yeo, IT that is allowable. 

BY MR. VAUGHAN: 

Q- That would be allowed, according to his plan. 
mu tarst [ did not understand. that. A. The government 
makes up premiums on a certain basis, and this is a gOv- 
ernment account which was submitted by Mr. Gray; and it 
shows net premiums less dividends or savings credited to 
the members. That is how net premiums were arrived at 
there. And that, according to Mr. Finlayson'ts computa- 
tion, showed that in Canada that corporation made an 
underwriting gain -- which is of course distributed, 
because the words are struck out -- and that underwriting 
gain arrived at there is apparently arrived at in the 
same fashion. 

Q- Do they understand that? Because I have taken 
that to be the whole question at stake. That is, do 
they understand as to whether the gross premiums or net 
premiums were to b3 taken into account in considering 
the profits of the mutuals? If it is a net premium, then 
that puts a different aspect upon it altogether, accord- 
ing to your recommendation. A.lam explaining what [I 


understand to be the method of arriving at the account 
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in the government's books, as being on a Similar basis to 
that which is used for stock companies. 
BY MR. MANN: 

Q@. Do you agree with it; that is what the Commission- 
er is asking. Do you agree with the method the government 
adopts? That is all that Mr. Vaughan is asking. 

BY MR. VAUGHAN: 

Q. Well, whether the government adopted it or not, 
does Mr. Hurry explain this recommendation to mean that 
gross premiums are to be considered in the case of 
reciprocals and mutuals, or net premiums, in arriVing at 
their income? A. This would be net premiums. 

G8) Neto premiums. Boe YOGs 

MR.MANN: I think perhaps there is some misconception, 
if I may be permitted to say so, with greatest respect, in 
the, minds of the Gommission. I have reference: to the 
words gross .and net, 

MR. VAUGHAN: That may be so. 

MR. MANN: I am wondering if you are using the word 
"net" to mean the premiums after deductions and cancella- 
tions and returns, and after dividends paid back. 

MR. VAUGHAN: Yes. 

MR. MANN: Mr. Hurry does not understand that, be- 
cause it does not mean that in insurance parlance. 

MR. VAUGHAN: That is the point. What I mean by 
tnet ~~ and I may be wrong -- is the net amount after 
the dividends have been paid. 

MR. MANN: THe net premium in insurance parlance, is. 
the amount paid in, less cancellations and deductions and 
re-insurance within Canada. That is the net premium, and 
that is the basis upon which Mr. Finlayson makes his cal- 


culation. 
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MR. MASON: That is not according to the statute, 
with all due deference to my learned friend. 

MR. MANN: I am talking about Mr. Finlayson, not the 
Statute. That is Mr. Finlayson's figure as viewed by the 
computing authority, ably assisted by Mr. Gray. 

BY MR. VAUGHAN: 

@.. To have it straight: Mr. Hurry, this. income. or 
profit would be arrived at before the dividend is paid 
Dash Go vhs  poil oy holder? That would be on the larger 
Bamouns, or-betore the dividend is paid. A we pat) eave 
reciprocal there is no dividend, as such. 

ye Tie FeLurny-Gr whatever you,.cali it? Aw Yess 
There is a charge made for insurance, apparently, accord- 
ing to experience. I do not know that you can point out 
what is dividend there, unless you establish what is a 
standard rate. 

Oo iThere is a return made, whether it 1s called 
dividend, or rebate, or whatever it is; you mean that 
this income and profit should be determined before that 
return or rebate is made, is that correct; it should not 
be made after? As vila bRewcase sot these companies 
there is no amount that you can call a dividend or a re- 
bate. I fancy the Superintendent of Insurance would be 
able to establish what would be a proper figure. But 
if he, by some method, can establish now much money was 
made by that corporation, or by that joint venture in 
Canada, then that, to my mind, is profit which would be 
properly taxable in Canada. 

Q. That is, leaving it to some government official. 
What we are trying to get at is the meaning of the 
recommendation. My point is this: are we to understand 


that in arriving at income of reciprocals and mutuals 
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the amount would be taken before the rebate or return is 
made, or would it be arrived at after that has been made? 
There would be quite a difference. Ae Yes; but there 
could hardly be a return made in the sense of an ordinary 
cash dividend in a mutual, because here there is a deposit 
in the case of factory mutuals of a large amount of money, 
out of which part of the premiums is paid, and the balance 
of which is returnable unused at the end of the contract, 
subject to certain deductions, as has been shown. [I do 
not know how much of that can be taken as being a bonus 

or dividend, because it is what is called an unused por- 
tion of the large deposit originally made. ,And whether 
some portion of that can be set aside as a dividend, I 
cannot say. But the principle would seem to be that, ar 
they take their account on the basis of cash in and cash 
out, then there should be ascertainable a Piguy Ss, Tepre- 
senting profit in Canada. 

OQ. That is the whole point, is it not; Ido not 
know whether we are clear on it yet. You have used the 
words “representing profits in Canada"; that is profits 
before or after that return has been made? The inten- 
tion is that that profit shall be determined in Canada 
before or after that rebate has been made. 

A. Supposing I put it this way: I made reference to a 
risk of 200,000,000, if the initial deposit on the 
basis of 60 cents per cent were made, that firm would 
put up $1,200,000. Supposing at the end of three years 
they decided to go out of that venture. Then, there 
would be so much of the deposit returned. 

Q. How much of it would be returmmed? het? Lie 
annual charge were on the basis of 6% cents per cent, 


and the annual cost was $1,200,000, then at the end of 
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three years there would be a total debit against then, 
for premiums earned, of $360,000. And that would leave 
them, out of the $1,200,000 the sum of $840,000 to be 
returned to them. 

BY THE CHAIRMAN: 

Q- Out of the $1,200,000? Ae Yee; TD hope: my 
arithmetic is correct. 

BY MR. VAUGHAN: 

@- Would you base your profits on the $1,200,000, 
or on the $1,200,000 after the deduction of the $840 ,000, 
or on the net of 4360,000? A. The net premium, in 

« that case. 

Q.- On the $360,000. Be FIUS Interest on tne 
1,200,000 which, of course, is part of the premium, be- 
cause part of the premium is paid out of interest on the 
deposit. 

BY MR. ELLIOTT: 

Q.- And this $460,000 in the ageregate represents all 
the expenses, including losses of the exchange? As) TERS 
is the statement made, yes. 

MR. MANN: I should like to ask one important ques- 
tion. 

THE CHATRMAN: Go ahead. 

BY MR. MANN: 

Q- Mr. Hurry, I am wondering if you understand the 
Commissioner's point of view. What you Say 2S cashun 
and cash out, deducting one from the other, is what 
represents the earnings -- profits, or anything you like 
to call it, or surplus, -- in canada? he) YOS% 

®- Now, the cash in, in Canada in respect of 
company A, was a $200,000,000 policy. ‘The cash in would 


be the deposit that was put up* Ae  NeSa 
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C ietees Been ids Le cb note Sia “SER 

Q. And we will leave -itat that. You have proceeded on the 
basis that allcompanicsoperating in canada should be taxed in 
respect of the difference between cash in and cash out, 
broadly speaking. Company A has paid cash in in the year 
1945 of $1,200,000? A. Yes. 

OB. PiiaGwils teorrect, BS ONeGa 

Q. And we leave Company A entirely by itself, as the 
only possible insurer in that joint venture. And the loss- 
es and the expenses in respect of company A policy, in 
meny plentsjas itvmay be, are 1,000,000; and the differ- 

Pe tance is $200,000, by mathematical ‘calculatiom,| is it not? 

A. Yes, that difference is $200,000. But that does not 
answer the question, does it? 

Q. I have not asked you a question yet, except as 
to the mathematical accuracy of what I have been saying. 
fist As rieht wae tb, not? 

MR. MASON: Apparently it is not. 

THE CHAIRMAN: On the $200,000 figure there is no 
doubt about your question being right. 

BY MR. MANN: 

Q. Now, taking the $1,000,000 loss and expense from 
the cash in, what you deduct is cash? Ai) YR. 

Q. And it leaves 200,000? Lid oiiie she 

Q. And is that the taxable income? fe wih 

Q. Would you please tell the Commission what, in 
your mind, is the taxable income? 

BY MR. PARKER: 

Q. What else did you take off before you arrived 
at it? A. This $1,200,000 is not the premium for one 
year of insurance; and in making up the taxable income 


there is an item coming in known as reserves. 


hei neo 


i, 


rss zy > Q 
a & hited it 


aT & in aes : SH eye Ly 
M yb ieee 7 hue ro ae fee ws 


PP | vig % ray ; 
fay yaa iy es hy 


std tie Suge 


proeryepe? | 7 ota ; 
A.) fae ‘ ’ " { er bore 


oe ne! an 


0-16 


-6504— Mr. Hurry 


BY MR. MANN: 

Q. I understand that. A. Supposing that were 
the only risk written by this company, and that they wrote 
it in 1945, nd for an undetermined period--let us suppose 
they wrote it for five years--then that policy at the end 
of 1945 --- 

Q. But you see, your difficulty is, as I said, that 
there was one policy for one year in. one joint unit -- one 
joint venture. pee Sto ALL right; there is, just..one 
policy for $1,200,000 premium written in 1945. fThat pol- 
Por We Will say. ig.written for .a,period..of five.yeers, or 
three years, as the case may be. Then a certain reserve 
has to be set aside and lodged with the government out 
of that premium; and in calculating profit you cannot put. 
your loss against $1,200,000, but against such proportion 
as is left. after the reserve is put up. If that policy 
were for five years it would be assumed that in six months, 
on the average--and in that line--only one-tenth of the 
premium would be applicable to the year of account. 

C..Well, lets eo further; on the first day of) 
January, 1945, a policy is issued to company A, and a 
premium deposit is made of $1,200,000. Bu Yes. 

Q. At midnight on December 51, 1945 calculations 
are taken; the policy runs out at midnight on December 
51, 1945, and it has been found that over the entire 
year of 1945 $1,000,000 has been used of that $1,200,000 
to pay expenses and to pay losses and to pay anything 
else you like. .I think that. is in. the form of expenses 
ox deductions. 

WR. PARKER: That is the trouble, with all due 
respect, whether or not you include the reserve. 


VR. MANN: No; because that company is starting on 
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January 1, and the reserve is arranged statutorially on 
January 1. There is no unearned premium reserve until 
after one year's operations. A. Yes; the policy ex- 
pires on December Sl. 

| Q. Yes. I have not come to the calculation of the 
unearned premium reserve of 1946, because we have the 
meeting on December 31. Only $200,000 is left. Is that 
the residue or cash in, as against cash out, to which you 
referred, which creates the taxable income to which you 
have referred? A Theat poli on tiaving, smpired end texr- 
minated on December 31 of that year, and the premium 
being wholly used for that year, the taxable profit 
wool pe hab toOmnich you referred, 

BY MR. VAUGHAN: 

Q. Can we not get it down to what is actually taken 
as income? In the case mentioned would the $360,000 be 
income, or would the $1,200,000? profit is deducted, and 
1% would result in»either profit or loss. . What is taken 
is income. Would the $360,000 or would the $1,200,000 
be taken? & Wheat) is actually taken in, 20 the come 
putation by the Superintendent of Insurance, I do not 
know. 

Q. I mean according to this recommendation, what 
would be taken in’ A. According to that recommenda- 
tion it would be the actual premium collected in Canada, 
less returns of cancellations and terminations. 

Q. That is, $360,000, in the case you quoted would 
be put on the credit side as income. A. THat appears 
pe be COrrent, 2Ves.« 

MR. PARKER: I am wondering whether, by questioning 
someone, we might not finish this examination this morn- 
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THE CHAIRMAN: We will sit until we finish it, that 
fe Gli bhere.asytoe 2b. 

MR. PARKER: You do not propose having an afternoon 
session. 

THE CHAIRMAN: Not if we can help it. 

WR. SPARRER:° LT should think fifteen minutes each 
might finish it. 

THe CHATRMAN: I appreciate that these gentlemen have 
not aoe PLiven.etipie Gane, and 1 Vo is netessany, to 20 
into the afternoon, we will do so; there is no doubt about 
nace hy Wernad tother plans for this afternoon, bub they are 
neither here nor there. 

MR. MASON: Speaking for my learned friends and my- 
Sel yrit. ithe-Commission will be good enough to sit and 
give us approximately fifteen minutes each, we will try 
bo conclude before luncheon adjournment, 

THe CHAIRMAN: Very well, proceed. 


Me. MASONG: Ehwibi not reo beyond: .one of cLoék. 


BY MR. ROBERTSON: 


Oo. | Ure wuLliy,, you edmLt there Wis 2. di 2terened, be 


6) 


ween a mutual and a stock company? Aa Shere le a/Gat — 


ference between a mutual and a stock company, you say? 

QO: Yes; there are diifterences? ie « - ade eee 
Crzanizetion, yes, essentially, 

Q. What is the fundamental distinguishing character- 
istic as between stock companies and mutual companies? 
Pee volmply in their ownership, 

Q. Yes; and I suggest to you that the fundamental 
difference is that in a stock pombe ny there is a profit 
motive, and in the mutual company there is no profit 
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with you on that. 

Cs Would you go part of the way with me’ Den IOs 
I disagree with you. 

9. What do you say is the matter of distinction -- 
a question with which Mr. Ham had some difficulty’ 
4A. The difference is simply in the ownership, and the 
person to whom the profits are payable. 

Q. Just a difference in ownership. Ae  BOpEar 26 
Tecan see, yes. 

Q. But that constitutes an essential difference. 
ee fhab may) be Vso} (yes. 

Q. In your mind is it so; do you agree that that is 
Pie essential difference? A. So far as ownership is 
concerned, yes. 

cl iiutbisr taser cr Ontario cash mutuals, how do you 
propose that they be taxed? hay Lo sueeesh. that they’ be 
taxed upon their profits. 

Oo. dete have, your interpretation of what their 
profits are. iia i listened to the evidence with regard 
to ownership of those mutuals, and — gathered that some- 
munonlike AO .:per rcent) ol, Uae =~ 

iin Labecuyoun) pardons 7 whbink: we have cleared up the 
matter of ownership; we understand all that. Now, what 
are their profits? Aw) Peeir profits are profits mde 
by an enterprise consisting of what was said to be about 
10 per cent of the policy holders. 

Q. Give me the items which would be profits -- and 
I have in mind underwriting profits and income on invest- 
ment. Re OVSS « 

Q. That gives you a lead on what 1 think might be 
profits. A. Yes; underwriting profits would be brought 


down in their accounts. They would show in their operation 


Din epi hs 
Te Ha: 1th 


ee Beet ae Pan a wots : 
ete? Te? ea 


6-20 


-6508= Mr. Hurry 


accounts a certain Surplus. 

Q. Yes. BAVC AT TSTIOrineine an allveheis Tevenus , 
and paying all their expenses, they would show a surplus 
to which, as a Canadian corporation, they may be subject 
to income tax. 

Q. Does that include investment income? ie EPeSS 
as a Canadian corporation it does. 

Q. And underwriting gain? A. Yes, and underwriting 
gain. 

Q. _There-is no other item which goes to make up this 
thing we call profits? A. tam crying to visnelizes 
balance sheet. The profits would be the balance brought 
down as airesult of all operations. 

Q. That would be made up of investment income, and 
the sublimated figure whichcomes out of your account, 
called underwriting gain or loss? Poe ek Sale 

QO. Youswonld taxiour investment: income, but you do 
not tax earned? A. As a Ganadian corporation you 
would be Subject: to taxi:on the final result. 

Q. I am not asking for an application of the present 
Act, but I am asking you what your proposal is, and J] am 
pointing out that in the case of the Ontario cash mutuals 


you would tax on investment income, but you would not 


tax earned income; is that what you say? A. Well, --- 
Wr tiwennauswer Lhe question, ‘please, hee ae 


stock companies are taxed upon their total income, 
including investments. 

Of SAL the "stock companies’? Aw The -Ganadian 
stock companies. 

Q. But you are not a Canadian stock company. 
A. No, although Mr. Mann is representing Canadian stock 


companies as well as foreign stock companies. 
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Q. I beg your pardon? As. I ‘Say Mr. Mann is repre- 
senting Canadian stock companies as well as British and 
foreign. 

Q. Yes, that may be very useful information, but [I 
am saying that while you would tax cash mutuals you would 
not tax Northern investment income? Asp NO>F Tor sthe 
reasons IT have given. 

Q. But you would not tax investment income of other 
British or foreign companies? A. No. 

Q. How long have you operated in canada? A. Sines 
Gonfederation, 1867. 

; q. And what foreign money--and J am using that term 
Without any offence, at all--what foreign money did the 
British company bring in here in the year of Confederation? 
a. (fren sorry, | Gid not Hear wour question. 

Q. What money was initially brought in by the 
Northern Insurance Company? A. Certain money had to 
be deposited. 

Q. What money? A. Certain deposit moneys, which 
are regulated by statute. 

Q. Well, we speak of money with a dollar sign. 

MR. MANN: Are you referring to subscriptions of 
capital stock of Northern Insurance Company? 

MR. ROBERTSON: I will qualify it for the witness, 
dt the wilt let me. 

MR. MANN:. And would you please clarify it for me, 
because I might have to object, if you are going into 
details as to investment. 

BY MR. ROBERTSON: 

9. The Northern Insurance Company, entering Canada, 

was required by statute to make a deposit? A. Yess 


Q. How much? ASOT ido not knows 
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Q. Have you any idea? Bs NOs 

Q. You have not? A. No, because the deposits 
have varied through the years. The requirements of the 
Department of Insurance have varied through the years. 

Q. They have varied? Ras) ee. 

Q. What have you now on deposit with the Receiver 
General? a0) srererl mea ve COMOOK (tb Wout i Deine! at 
is about 4800,000 or $900,000. 

Q. As of 1942 it was $750,000? AVOVLISA edo ou 
say? 

Q. Wes, Lfind- that in the 1942 blue "book. A. And 

© it was subsequently increased by reason of the increasing | 
business, 

Qe And where does the increase derive from? 
ae ee Ano rease in "the deposit? 

an Le fA. It is really derived from our general 
funds. 
®. In Canada? ts Not necessarily. “In actual 


? 


MayelLcel £42051 t 1S just, a question’ of transferring 
security Irom one vault to another. 

Q@. You would have the Commission understand, from 
your evidence in chief as outlined to Mr. Mann, that these 
securities are taken out of a very strong vault of the 
Northern company in London, England, and carried over to 
an escrow agent, which may be the Bank of Montreal, and 
earmarked for the superintendent? pe “¥oR% 

Qe Loa is wat oO courredworieineal ly. A." E pre= 
pume So, yes, although IT was not there. 

MR. MANN: Well, it was seventy-seven years ago. 

BY MR. ROBERTSON: 
2. The point I make is that that deposit held for 


Canada has grown very materially? Bie Yas. 1t has. 
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Q-.- And it has grown out of Canadian business. 
A. It has grown by reason of Canadian business, yes. 

Q. And will you not say that it was out of canadian 
business? A. It must nevossarily be taken out of the 
premiums. 

QQ. And your admission, as I understand it, is that 
the investment income of that money flowing from and 
originating with the Canadian business up to this time 
has escaped all taxation? A. No, I do not agree with 
that. 

Q. It escaped all taxation on the investment income? 
po wn One side of she account, yes. 

G., Ves. Cheb as.e@o. A» But, of course, there 
are counter-balancing things, as I said before. 

Q@. What are they? A. There is, the matter of re+ 
insurance, which I am not allowed to deduct, not being a 
Canadian company. That is re-insurance done outside of 
Canada; and there is the matter of a contribution to 
general administrative expenses, and -~- 

Q. Now, Mr. Hurry --- 

MR. MANN: You asked a question, and I wish you would 
permit him to answer it. 

BY MR. ROBERTSON: 

Q. <All right, exhaust’ what you intend to say. 

A. And I suggest to the Commission that if one was set 
against the other I do not think my own company--and I am 
expressing a personal opinion--I do not think my own com- 
pany would be prejudiced to one amount of income tax it 
might have to pay. 

Q@. Let us look at it from this point of view: why 
is Northern transacting business in qanada? What is the 


motivating influence behind its doing business in Canada? 


. oe 


\ eae wand bs. be 


- 


ea! 


sa aie os) Bee 4 


at rus y eee ee tee ' vert, ce 0 ; 
yt ‘ é a ” - oa f : t Ms 7 ae 
Peeks itt ses be ee ania’ we tonal ots * pet aii wnat 
Fae ae ae : ie ‘ he ane - : 
oe Gia r i i me j a? e ‘ wer 
an : e 


ae 


=e 


ol oti ae accor | 


oe ’ 2 ; 
i i ppb, 2 ie See i ere ‘a wh 
8 ce t , SONA LN dS Eames A ee Ley ® 


‘od 


{ ; an RRR | a i aut en 


Meee eae 


-~6512- tists See 


--keeping books, or making re-insurance, or profit? Which 
LS it? a. The company is a limited liability company, a 
stock company, as you call it, and it is in business to 
ike a Ororay Tor;lGs:shearehoidens, if /itecantdou so. 

Q. And if it did not make money it would not stay 
an Canada. A. Over a long period; but there are many 
years when they lose money heavily. 

2. Bub over a long period it would not stay in Can- 
ada? die (“TRePpe has gon rGoxbe a balance, 

Pahl Jy isiieir to say that it has made a‘* sub-~ 
stantial amount of money since it commenced? Ay Yes 
that 18 a fair infsrence. 

Q- With the money made in canada it feeds the surplus 
with the Superintendent, and that money bears interest 
which you admit escapes taxation? Ais On thatg side wor 
the account, yes. 

Q. Ultimately there is a net profit at the end of 
the account, and that money is the money which bears 
interest and which escapes taxation, is that correct? 
gs Pha & bo BO, VSS 

Q.- And you say it is fair to have that money escape 
taxation--that is, the investment income on that money-- 
but to tax cash mutuals? A. A Canadian --- 

. That is, your positionyyam to date, is Ni Mets 
Pins YOu take the cash mutual which comes in:from 
another country --- 

Q@- Now, just a minute --- 

BY THE CHATRMAN: 

Q- I would like Mr. Hurry to complete his answer. 
A. & cash mutual which comes in from another country 
would be in exactly the same position as Northern was, 


in that the income upon the security which that company 
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puts up for the security of Canadian policy holders would 
not be -- the income on that would not be taxed. 
BY MR. ROBERTSON: 


e. ‘That is right; if it came in from outside. 


Q. But it is the insurance dollar in Canada that we 
are talking about. Aw Yes: I agree with that. 

Q. But in the case of cash mutuals you say that that 
Pounce collar, Or whetever part of 10 is profit, would 
be taxable? Ae LS8s 

CeO ube Weel VOU oO 2S NOU. Ac (Ra GoLs. Correa. 

Oe - You ave said’ from the point of “your ancéstry, 
and I suppose you are a Scotch Presbyterian --- 

MRs PARKERS T do not think he has put it on that 
ground. 

BY MR. ROBERTSON: 

Q@. You think Ganada should be interested only in 
wie t comes in and what goes out? A. That Vs correct. 

QO. Now, Looking at your statement for 1942 --- 
hm. Ul tlie Norticrnm insurance Company? 

Q@. Yes; I would like to know what certain items 
mean. JI am now looking at page 540 of the 1942 blue book, 
where it shows taxes of $20,000? Ae Les. 

Q.. What is that? A. Those are taxes, other than 
income and excess profits taxes. 

Q@. Your taxes under the War Revenue Act would be 
Chere? As. LES. 

Q. How many thousand dollars is it? A. $20,521. 

QO. wid you pay. that bax; “and “then at page S41 we 
See that the only income and excess profits tax you pay 
ie Sbout $2,000? A. It is $2,690. 


Q. So that we have a total tax of $23,200. 


ie sf Mew 
a ; ma 
> y 


, 


aoe “el i ae 
ooo 
te 


be toe ome 
scien ae) T atly ? A) 4 eed 
Poth y Sees Bade d eee | Ao 5 seh aes i 
oe: et |, + om Ss at 
| ey oie Pe, Bi et eee BENS one, sete 
Ne 
i | SO ay “i ‘ ; 2 : r i ' i 
eae Pope Ghiakl Ree Pee ae ee a a PS eee Te eh ile a 
a” 4 af NY ca ' i v st A * 2 ieee eae ) 7 a - 
* { a i Lid Ct Ose 3 Sanaa ae ae : 
‘ i 
: 4 
‘ 
s ™ oe 
- iiaeng 
t 
af 
; 3 ) H pf : he ee : ; a 
‘ 4 i ein bo 7A a be oe Cra et 
i aA) Ph ee ae Re a Ue en Wea er ony 
; 
Rieet cH = “ 
| n ~ Tes ae ken 
F 
7) 
} r i 2 
wom lee Ms , Ue J : 
7 b - t ‘ A rake oe Ud i » 4 rs a ' 
‘ E ; a ? . & ] -) Bap | we Fad es 2. 
' 
‘ 
" + 
MBean’ ge dutph ehiy Dien” Raia es apy “if 
ata ~ RE ES Ost.) vast 
Sh 4 ; z 
i ~~ + a Bs a : 
= ~e yd ‘A y ae é ; j 
t oor z 2 18 Dat Ps 5 7 (Aa c 
3 bs ae ms » 
4 
Fe Lae STi ; Se a 
oP, . + UY n : 
3 c ‘ = ia | od i a s i é o eo & 
ude RoE yaar [sf ewee 
5 > Ben aD 
a 
mn — as = é 5 
-s : see 8 A | REN, ease re Ps ee 
: fs “ ae <A | ME i ee W 
A 
ry Be os sack res a at ” y Fite ihe, 5 i= 
he epee Me Ame i a : ca it 
E on ; , be 
va Fe} A 7 ‘ 
J erp a! - 
7 » 
' 
é 
< af Le * i 
es 4 oe ! ‘ Se q Dhie ae 
cme rere vod he piaaea ae 
; cy 
iE - t 
t e 4H Ca a 7 H % 
rad ah Higa ah Sp va i Sian poe ex in. 1" i; 
era *¢ aa « ed ee eet ite 
5 4 es 
” > Lay 
. 
4 « i fey 
or 2a > aa 
a Hie ' | 
a - oe - fs 
caucasian. ‘ A of 4 i fen te f ra 2 
; ; AIST Aa ne ae MF ; : Gx 
y j Be ee . 4 4 _) 
1 € J 2 
: 
\ reek a oo ; 
{ ' = vo na ‘ } : ; gat % f ep Cat Wiaext 
; a> UN) BPs oe 
ies 46 BU 
oc = + “ ze Bet ; : 
; ee ' Pe ti ere P » oe es 
ol ‘ + . & 705° a £ & : eet ‘ 
r4 vit ae c fogs lS eas pat! 7 
; Tet 
i) - . . 
hi } 4 
> baat 7. ee ee oa “ 
eee 7 a r g Sh 2 le 
te en ae (1 ae Bat : s:3 tie M 
, es ee, - a ca EVES Shik 
; we se @ S. 
Nes hes Lee a . 4 
| eh iy a ky oa ie Ce Yo ee ae mT "saa a 
i y : ; 3 “Soy Sa aaa tear ene oe 7 
y 1 mi . lid . ‘ 
‘ ry, > Bi 


oo 


6-26 -6514- Mr. Hurry 


A. I believe that is correct. 

Q. You had a premium income of what? cD Oh ree! 6 ae 8 
show at the bottom of page 540; I believe the figure is 
$680,543. 

Q. Now, what about your marine business? Did you 
make money on your marine business? A. I do not handle 
eae 

Q. But you told us you sent an account to England -- 
two accounts? Poe one & Ee 

Q. One to satisfy Mr. Finlayson and one to satisfy 
your board? A. Yes. 

®. In the Finlayson accounts, so.,far as they re- 
late to taxation, your marine business does not show. 

A. Marine business is reported to him. 

Q. I said in so far as it relates to, taxation;, in 
other words you o not pay taxation under the Special 
War Revenue Act, or under the Income Tax Act. Jen  NOn 

Q. I am not suggesting that you do this, but it 
would be possible to make a loss on your other 
business, and pick it up on your marine business. 

Pe. That is. conceivable. 

io Lt US. bones vable? Aveiectl G8 

Q. How do you justify the non-payment of any tax 
on marine business, then? Le Marine business is 
international business. 

oe Lees A. And no part ofsthe risk is) incurred 
in Ganada. In fact, the risk does not accrue until it 
hee left the shores of Canada... It micht,,as).4, matter or 
fact, never touch Canada at all. It might start from 
New York or it might start from South 4merica, or from 
somewhere else. But the marine business is not business 


transacted in Canada. Then,in the second. place. -- 
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and perhaps I am thinking out loud, and should not do 
that. 

VR. MANN: Think as loud as you like. 

THE WITNESS: I suppose if those premiums were to be 
taxed in Ganada it would be quite as easy for the company 
to have that business reported to its marine agent in 
New York. Our company writes marine business in canada 
through an agent who operates a pool, and we have a share 
of that pool, because marine risk at the present time is 
quite expensive. Thus Die DusIness,; (and <== 

BY MR. ROBERTSON: 

Q. And it is profitable business. A. sphere is 
an underwriting gain brought down, but the underwriting 
gain in marine business is carried forward from year to 
year. They have what they call the. LOAS eeoctn twee Ls 
might not be closed for several years, until all Losses 
are ascertained and paid. Marine business operates dif- 
ferently from the method of writing down the underwriting 
profit of a company from year to year on fire business, 
which is on a shorter term basis, and which is much more 
easily ascertainable as to loss. [n respect of fire the 
losses are known immediately. On the other hand, in 
marine business it might be years before losses are 
known . 

Q. And the Canadian wanting marine coverage, how 
dees he pay i+; is it an Canadian dollars? ANG LO 
nos know. if he i8 paying it im Canada .--- 

Q. The insurer for marine pays it with Canadian 
dollars, does he not? A. He will pay it in Canadian 
doljars. if:it is in Canada, 

Q. And in any event, in respect of Canadian citizens, 


marine business is paid by Canadians with their money? 
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oe ney 1S YLent. 

Q. I am not speaking about United States doi vars or 
Canadian dollars. I suggest to you that there is a very 
large volume of Canadian insurance business, in the marine 
pranch, paid for by Canadians in whatever currency you 
like to say, that escapes all taxation for Canadian pur- 
poses; is that correct? A. That would appear to be’ so, 
yes. 

BY THE CHAIRMAN: 

Q. Do you know, Mr. Hurry, whether it would be good 
policy to exempt marine insurance for any particular risk? 
mel mever bave had occasion to explore that risk. 

Se aig 6 a A any thing to do with the protection of our 
ports? AS That may be so. ZT think the whole thing has 
been seriously considered by parliament, and the effect 
of the retention of business in qanada would really have 
some bearing upon it. 

Q. I understand that that is so. 

BY MR. ROBERTSON: 

Q. Do you know why it would flee from canada? 
Gar f dO nob. 

Mae LOU. oO Dat know: Al NOW oO Ty (stesest that iy ie 
possible that if premiums were taxed here the business 
could be quite as easily transacted in New York. 

Q. gust one Step Turther, and eee asking for 
information, and I am not suggesting that [I know any- 
thing about marine business, at all. Would it pay an 
insurer in marine insurance today, if a 2 per cent tax 
was put on marine premiums, to effect that in New york? 
he. 1. do: not, know, 

Q. IL suggest to you that with a discount on 


Canadian money he would save money by taking it here and 
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paying 2 per cent, rather than paying a premium of 11 per 
cent to take it in New York, A... I do not think that 
the value of the currency -- that the discount on the 
Currency has any relationship to the matter at all. 

Os Why od you say that? A. Because if I 4m insur 
ing Canadian values in Canadian dollars and paying 
Canadian premiums I am in no different position if I pay 
American dollars for American insurance. If I pay the 
premiums in United gtates dollars I am still just paying 
1 per cent, or whatever the rate is. The currency does 
not really matter, does it? 

Os  £ should think it would, to a4 Canadian: trader 
having Canadian money. 

TH vOMATRMAN: Phew risk 1S not Canadian, once. at 
leaves our port. 

MR. ROBERTSON: Quite right. 

THE CHAIRMAN: it is international. 

BY MR. ROBERTSON: 

). Bub sl “cannot see this, as a metter of expense to 
the Canadian shipper who does not make any loss--we will 
Po erie Ship Coss nol sink. [1 will) Gos) Rim co searry 
toat Tisk “something in Ganadian dollars, That is nis 
currency; that is where he makes his money. That is the 
Burrency of his country. 

BY MR. VAUGHAN: 

QO. Are the rates in Canada based upon New York 
rates -- that is to say, are rates in Canada paid in 
Geneaian Punds 10 per cent -or 11 per cént higher than 
New York rates? aw, Shey would not be; Yand. for this 
reason, that if the rate is the same -- and I think there 
is a general agreement with respect to rates, although I 


am not familiar with it, and I do not follow the marine 
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business very closely -- but I think the rate is under- 
stood to be 1 per cent. Then, if I am insuring in United 
States dollars -- we will say $1,000 in United states 
dollars -- I pay for that $10 in United States currency or 
the equivalent in Canadian currency. 

Q- You would pay $11? A. Yes, but that is for 
$1,000 of United States currency insurance. But if I 
insure $1,000 in Canadian currency, then I pay only $10 
in Canadian currency for it. 

Q. But in determining the rates on that $1,000 
Canadian premium, is that based upon New York prices, and 
an amount added on? pe og a does not make any differ- 
ence because it could be in pounds, which would make it 
one pound per thousand pounds. It would be 1 per cent in 
any funds no matter what the currency was. 

BY MR. ARNASON: 

Q. Do you know the extent to which marine insurance 
in the United States is taxed? A. NO, TL have no infome= 
tion about that: at “all. 

BY MR. ROBERTSON: 

Q- In the case of a Canadian shipper, who does not 
anticipate a loss, is it not usual that it would be easier 
Tor him to pay a 2 per cent tax here than to insure in 
New York and pay ll per cent? 

MR. PARKER: I cannot see why one would ever secure 
insurance at all if he did not figure on anticipating a 
loss. 

THE WITNESS: He is still paying. the same rate, 
whether he pays it in American or Canadian dollars. [f 
he is paying insurance with Canadian funds, he is paying 
the equivalent of whatever the rate is -- perhaps 1 per 


cent in Canadian funds. If he used American currency 
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to buy American insurance to the extent of $1,000 it would 
only cost him $9; but if I in Canada wanted to get $1,000 
of insurance in United States funds, and used Canadian 
funds to pay for it, I would pay approximately $11. 

Q. If there were a tax here, in the result it would 
scare all marine business out of Canada’ Ayia ee Dee. 
so. However, I am just expressing an opinion, as you have 
asked me. 

Daawitiseny svenv, there 1s\ alot. of prolit,in one 
marine business; what justification is there then for --- 
A. I am not accepting that statement; the marine business 
is not always profitable. 

On) Wheat as) your gusbifiostion for eliminating »alt 
the profits in the marine business from taxation’ 

A. That marine business is purely international, and 

the profits are not earned in Canada. The business might 
be, as I say, in any part of the world, even although the 
insurance is asked for in canada. 

Q. What about profit on Canadian premiums, on the 
business that derives in Canada? The Canadian dollar 
goes into marine insurance, and your company of the 
Continental, for example, makes a profit out of it? 

Dye Sh. 

Q. Why should not that be taxed? Rie Tao. Bog 
know. There ig some reason for it --by general agreement, 
and the government probably have good reasons for what 
they have done in the matter. I have not explored it, 
because I am not interested in marine business, and there- 
fore cannot answer the question. 

Q. Are you familiar with the report of the Contin- 
ental Insurance Company as it appears in the blue book? 


A. No, but I can look at it, if you wish. 
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MR. MANN: That is a United States company, is it 
not? 

MR. ROBERTSON: Yes. 

BY MR. ROBERTSON: 

Q. I Show you the 1943 blue book. Se See OL ot 
mero. pace als in the’ 1945 book. 

Q. And it appears that their marine profit for the 
year was $389,000, was it not? A. ‘They call it marine 
gain, $389,000. 

a. paid Vie obpner eal iS BOS 0008" A. Yes, 

fa | Orr Ore Lor 458000? AcvMnes Ss Coprect. 

Q. Of-which only $63,000 would be liable for taxa- 
tion? Ae Tiers Correct. 

Q@- Can you find on the preceding pages where income 
and excess profit taxes are charged on their other business? 
A. No. 

ny bo 1 eaned? A. I do not. know; it is: not shown 
Mere, SO Tar as’ ] ‘can See, 

Q. IT observe that it was set up differently from 
your return, because you did show income and excess profit 
bAaXxes. Be 2 tink @b°as Shown by all> conpanies, it they 
paid any . 

Q@. That is your understanding; as you understand it 
the 965,000 should bear tax? A. hat isso. 

o> pnc my statement Ts true; “that from) the *state- 
ment in the blue book, apparently no tax was imposed. 
fe 1 would not assume that. It is not shown here, but 
it may have been omitted by mistake. 

Q@- snd, Mr. Hurry, if your company does make a 
profit out of marine business to ey nee in Canada. 
it has a preference over the other companies with which 


you are competing in other lines of business. 
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A. I cannot see that. 

Q.- If you do make a profit in your marine business, 
that 1s a preference over your competitors, is it not? 

A. The profit, of course, cannot be ascertained for many 
ears, So vo whether there, 1s. or is. not »rorit, but 
marine business is entirely separate and specialized 
business. It is handled mostly by marine specialist 
brokers. 

fe ALR your business do you make a profit on your 
marine business? Aeurl Dee your pardon? 

THE CHAIRMAN: Mr. Hurry has not anything to do with 
@ooiie insurance, so far-as I know. He has so stated. 

MR. ROBERTSON: His company takes marine business, 
though. 

THE CHalRMAN: His company has a separate department 
handling that business. [I understood him to say that. 

BY THE CHATRMAN: 

Q. Is that not correct? fa i OS 

THE CHATRMAN:..I do not think it is fair to press 
the witness on that subject. 

MR. ROBERTSON: I .did not so understand it. 

BY, Mh. ROBERTSON 

Q- You do not know about your own marine business? 
A. I said so, several times. 

@. Well, J didnot understand it in that way. 

MR. MANN: I heard him say it. 

BY MR. ROBERTSON: 

g- In connection with arrangements as to the basis 
for taxation of profits, under income and excess profits 
legislation, I suggest that that goes back to 1935, does 
it not? A. Was that the origin of the Special war 


Revenue tax? 
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Q- JI suggest the arrangement as tothe application 
of the excess profits tax goes back to a letter, like the 
one I show you, which is dated 193%, 

MR. MANN: Ts it not customary in Toronto to show 
counsel letters before handing them to witnesses -- because 
if so, I would like to see that letter. 

THu CHAIRMAN: I do not know that it is necessary to 
object in that way. You can ask mr. Robertson to let you 
see the letter, and that would be sufficient. 

MR. MANN: I meant no offence, at. ali. 

MR. ROBERTSON: I understand the obliqueness of Mr. 
Mann's language. 

MR. MANN: I must defend myself on that Porn y as 7 
Know there are different rules of cross-examination in 
Ontario ~- they are different from what they are in 
Quebec, and I thought there might be a different rude, with 
regard to the production of a letter of this kind. T must 
defend myself on that point. T understand there are no 
names in this letter. 

MR. ROBERTSON: No. 

WR. MANN: That was all I wanted to know. 

THE WITNESS: I am familiar with that LeU GSI stat 
substance, 

BY MR. ROBERTSON: 


Q- It is a letter dated February 17, 1955,: and. is 


aD) 


the basis upon which the excess profits tax is applied 
to insurance companies. A. Yes, 
Q. Has there been any departure from that? 
A. Wo, except that there has been a change in rate. 
MR, PARKER: I think that letter should be placed on 
the record, 


THE CHATHMAN: It will not mean very much to the 
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Commission unless it is filed. 


Mas MvouttouN. TL Aanpena co rTrie Lo. The trer 


speaks for itself, and it will be placed on the record, 


I will ask to have it copied into the record. The letter 


is as follows: 


DEPARTMENT OF INSURANCE 
Feb. 17, 1933. 


"Memorandum for British and Foreign 
Fire and Casualty Insurance Companies 


The 
LO 


Department has been advised by the Commissioner of 


Income Tax that in the computation of the taxes payable 


by the above companies for the business of the year 


1932 under The Income War Tax Act, 1927, and amendments 


thereto, 


(1) 


(2) 


The 


The taxable pwofits will be the underwriting profits 
only in Ganada 

The underwriting profits in canada will be the ex- 
cess of the premiums earned in Canada (on the basis 
of the Tull unearned premium reserves) over the 
losses and expenses incurred in Canada, 

No tax payments made under section 14 of the Special 
War Revenue Act will be allowed as an expense but 
such payments under section 14 of the said Act 

wili be allowed as a deduction. from the tax pay- 
able under the Income War Tax Act. 

All transactions by way of revenue or disburse- 
ments with companies not registered with this 
department are to be excluded 

No allowance will be‘made for a portion of the 
eompaniss'’ head office expenses as a charge 

against the underwriting profits in Canada. 


companies, therefore, should note that 


Item 7 Head Office proportion of general expenses 


& 


a7 7, 
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in the losses and expenses incurred on page 135 of the 
annual statement forms as furnished by the department 
is to be disregarded and no amount of this account is 
to be included in the statements for the business of 
pie yearrended Pecember Ol) 1956, as required tooe 

Tiled with the department on or before March 1, 1933. 


Ge. Finlayson 
Superintendent of Insurance.’ 


MAS ei his 2S a copy) 16 25 not? 
BY MR. ROBERTSON: 

Diinmeave Vou, theorigineal-of. 1%? Ase Bhtak Ls 
be quite. probabic. that. Ihave the original of it., It-owas 
sent to all companiss. 

Lie nue roulette tter? As Yes. 

Q. Which went to all British and foreign insurance 
companies? A. Yes. J am cognizant of the substance 
pow) DULL Whether T.actualdy received 16 Or not, 7. cannot 
swear. 

Q@- The rates of income tax at that time were much 
lower than they are today? Ae ery mich Lower, yes. 

Q®. And I suggest to you that it is on the basis of 
that letter that your argument in justification of the 
differential of 2, 3 and 4 per cent was based? Leek 
presume so, yes. I do not know what actuated the mind 
Ol. the department, though. 

a. The arrangement made in 1933, at which time 
ihe Citferential.,of 1 per cent.under the: Special War 
Revénue Act was set out, was substantially equivalent to 
the income tax at that time. Ae Phere was ino daiter- 
ential at that time, at all. 

OQ.» None? A. No; all companies paid the same tax 


of 1 per cent to the dominion government. 
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Si git thein Va? ho Ves.» LT you are referring to 
the differential at that time, there was no differential. 

®. | There was no differential? Re No. 

Gn bub say st. was Heed upon that letter. mel 
do not know what was in the minds of the insurance and 
taxation departments. 

BY MR. . MASON: 

OO, iURererring Tirst to schedule H. ha That. 2s tne 
sketch. 

G@. And, beforenl proceed, so»that.we may have an 
understanding, our time is growing short, and if you can 
answer my questions yes or no it would be better. How- 
ever if you cannot, you may have to take further time. 
With reference to schedule H, is it correct to say that 
these figures represent all types of insurance in Canada 
relating to fire? A. All insurance reported to the 
dominion government of Canada. 

Q. There igs nothing here which indicates the experi- 
ence of joint stock companies as distinguished from any 
Other type? AwigNSs 

Q. Have you filed with the commission, or have you 
any statement to make to indicate what the change in 
rates, if any, has been since 1920, with reference to the 
joint stock companies represented by C.U.4.? Ay NOY 

Q. Have you ever prepared that? Asi NOs 

Q. Is there any material avaidable to that effect? 
Meath wouldbe aitficult t.0, extract, but it, could be 
pone. think. 

Q. And you have told the Commission that certain 
features came in, which affected the business -- such as 
concrete buildings, and so on? Pee ey 


Ge (ispitva fact, that. the clement. of competition 
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increased substantially in the year 1900, and on? 
A. Yes, there always has been competition, and always has 
been a free market in insurance, 

Q.- Is it a fact that the competition increased after 
1900, or 1910, or thereabouts? neo WOULG STDIN thet 
possibly it did, 

Q. The reciprocals first came into the fer ity 
volume in 1910? 4 I was not here then, but fT suppose 
that is correct. 

Q. 4t least, the. policies effected by the new 
mutuals -- the American Mutual Alldance, 2nd other mutuals, 
increased very greatly in volume after the turn of the 
century? A. I presume so, 

Q.- And may I ask a question about the Oo ra 
understand you are an officer of it. Please tell me how 
many of the companies who are represented by the persons 
filing this brief are not members of the C.ULA» 

MR. HAM: When I was examined by Mr. Gray I undertook 
to amend the exhibit SHOWME a °Listof! the companies, and 
which of those companies were members of the Canadian 
Underwriters Association. 

THE CHaIRMAN: I do not think Mr. Hurry knows that. 

MR. HeaM. I believe the figure was 167, 

BY MR. MASON: 

Q- Do you say that this brief represents all the 

Stock companies doing business in Genada aa Fire. "ai co- 


mobile and casualty on the cash plan, other than mutuals 


Or cooperatives? Heelies. so: clearly set oub,; 
Q- Is it so? -- because there are certain insurance 


companies which occur to my mind immediately, and which 
cause me to wonder. Take, for instance, the yalifax 


Insurance Company. Do you represent them? ae Seg T 


‘ 
” 
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think sO. 

Q. Gan you tell me? I will not take time to check 
LG. f It 18 a matter of record, anyway-. 

Or Then, dan youanswer thie: are there joint stock 
companies insuring in canada on behalf of whom ei sneer 
has not been filed, and to whom this brief ms not been 
submitted? Can you anSwer that? Aye ek would have to 
refer that question to Mr. Han. 

MA. Wasson: If Mr. Ham will Tile the information Tt 
will not take further time on the question. 

BY MR. MASON: 

Qj. Uan you tell me what percentage of the: insurance 
business in Canada is performed by C.U.4&. members? 

Pees ONO UVeIVeG uheb Tisure exactly, of course. Tt. 184 
large percentage of the business. 

Oe laa SOU Nave not worked 2b. outs Towill note troubhe 
you turther on the point. hie DRO 2S es Matiemior LTecera’. 

Q@. Is a joint stock comany allowed, in making an 
pncome “tax return, as an expense the amount paid under the 
Special War Revenue jct? AO YOs 

Gn Doeyou Keep any securities actually with the 
Receiver General of Canada? I am speaking of your own 
Suoony. Or, are all those securities’ kept in fondon, 
England? A. There is a~arcel of war bonds kept here -- 
Canadian war bonds. 

On Mlorniber extent do you Reep Ssecumii res im the 
hands of the Receiver General, physically, in ottawa? 

A. Quite a small percentage. 

Q@. Two or three hundred thousand dollars, probably. 
A. The figure shown in the blue book is correct, dnd [ 
think it is shown as $87,500. 


Q. How much? A. The figure shown in the 1942 


1 
7 


i 
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is $87,500. Any securities held in Canada are listed in 
Our return, So that there is no need to tell you. that. 

Q:; Then, we can take it as $87,500? pL Es W ren he) 
ae amount of these war bonds. But there are other 
investments in Ganada which are listed here. 

Q. And the income from those war bonds is not taxed, 
ee 2:07 AawINo set) BS not taxed, 

Q@. Have you made a careful study, so that J[ can dis- 
cuss it with you, of the agreement that is used at certain 
reciprocal exchanges, as attached to the brief filed on 
behalf of the American reciprocal association? Aes 
Punave read-it cursorily, but: T have not studied: it... All 
I know about the reciprocal operations is what'I have 
Hees in courtby here. 

Q. You save me a lot of trouble by. making that 
Seren yeanswer. With deference, and with every respect, 7 
thought from your evidence that you had not been familiar 
with the reciprocal system. You have made no study of. the 
reciprocal system, and know nothing about it, except what 
you have heard here? Pic wha ee 1S .COTReC i. 

Q@. You, dervsay that in the last..analysis any respon- 
Ppiiaty Tor. income tax.or. excess, profits tax under the 
reciprocal System is ultimately in the individual subd- 
scriber? Beaglnat is 60. 

Q. Then, you made one.statement which I am afraid 
ino perhaps ancerrect, 1f I) may say,.so respectfully. You 
say all companies are put on the same basis by Mr. Finlay- 
Son. You are speaking of the amual return? his | Ves s 

Q. As shown in the blue book? Ae Yes. 

O © Beune you been made aware, cGither here or else- 
where, that one objection to the statement made by Mr. 


Finlayson with respect to the reciprocal exchanges is 


Wang 


s Sth AG oe 


ia 


i a} t: ' 
bp mers 25 ode & 
et A 


: 4 ‘ Tw, it ae 
og ee 0 Fats Sen 
Ue EAs me Tete 


£08 7.52 2 a ee OES 
pS E eB a ge gh oie st Co) Or bs 
: “4 
' ; oa ¥ 
aa i 4 as epsdiat 
“ bt Ss 1 bes he 


‘ rs Cae 
* 2 mF es CO eee a S| ay ge Se ns eT epee 
RS e ie he 2. tly : 1d Pie aves eee 
3 \ 
A in 
; « BS) Bat, 
= 
i ? Ay ta By, poe th y ‘ 
\ ¥ an Sot AN Pa 5 [ gt hee: i ya 
; ; a Pink i hy a ee : sf ‘ : 
ay . 4 H 
2 ea pe pI: 5 ee ey oy ras yi eee an é ' 
usr ‘ 3 SP ae w . ce ut 
4 han ‘. ' os vor a 5e peed 
nit 3 7 see Narra] ee } : 1 ade s vi 
, é : > math 
Ha 3 ; et i a 4 i ae i et 
\ : 
j 4 rh ¢ * raw | a : 4 ' P 
i 4 a Neh ura ae ' a 4 i ne a . 
, 1 Bett Fi 
i eae 
j ’ ; Pr Etghe 
= 2 ee: i, os % 
ee a rf ed : , rae coma 2 a 
Fae ee te i * “ i é Ber: 
. bs Hy 7 ’ I ¥ > . a 7 ee, ' 
eg ee é. i 1a i 
I 
y 
* ~ Bi 4 
‘ Tea “a at “sym 2 ay a ye Zen 
‘ ig a : ; ; ae 3 : : a aot SSR 
. ¢ ‘ - ee y 4 mie : 
i . ; y - t it . 
‘ - . Be i ah a? NN, 
2 - wo + ; a 
. 
[Fe > i 7 : 
. S) ae oy _ ec As i : ae ug 
: 4, ci Ge ada A 2 ‘ mS x to i 
- z e 
- 
; i f ” ‘ 4 ‘te Hee } t 
‘ ey | a « " ha 
. 5 ahi. . 
- pe ein dy af a . id d ¥ © 
a mf rei b Y « § + 
| 3, a é u as “ Mi on are ~ 
r * 
; 
‘ 
, f . 
. a j we ry BP fake rey A pe ; ri 
d 5. re “ F Rie ce Os ae . WO RIOS! Nees ert wes . <4 
i 
yi) 
. EAriN meh i f perae Riise Fi, Sf 
ba! " a Ng PT tae o haw ost, “ ” iz vee" S 8 
E yee aT £4 r . 4 om: Se 4 . 
Bonne May he ERE E ft aries 8 RG EDT DSS 


AL 


~6929-= Me. Burry 


that in his return he takes no particular account of the 
method by which the exchange operates, and he shows cer- 
tain amounts as underwriting profits which the exchange 

says is a misnomer. A. I have heard that objected to, 
yes. 

Q- And you said that there are no Canadian recipro- 
cal exchanges? As I understand that;: 7 do not know of 
any. 

Q.- You have had one appearing before you for some 
time. 

MR. GRaY: I will gladly accept the limitation of 
concluding my examination by one o'clock, and undertake to 
sit down at that time. 

BY MR. GRAY: 

Q. Mr. Hurry, I should like to ask you to identify 
this mimeographed blank form which I now hand you, as being 
the form prepared by the Department of Insurance for use 
by your company and other companies in computing income 
war tax and excess profits tax of joint stock companies; 
fs Uniat correct? Ae I have not seen these forms before. 

Q- And nothing like those forms? foear NOs 

Q- i am afraid you cannot help me, then. Please 
give me them back. Then, regarding the marine insurance 
business, I want to put to you, for the purposes of tk 
record -- though, not necessarily, as a question -- this 
Statement: under the Special War Revenue Act, section 13 
is 2 copy of which IT have in my hand, there is.2 defini- 
tion of net premiums subject to tax under that Act, and 
marine insurance premiums are not therein mentioned or 
excluded; do you object to that? Ae STRUT LS) Sovrecs.,. 7 
believe. 


Q. And in section 13 (b) of the same act there is 
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a definition of the word "company" as subject to taxation 
under that 4ct, and in that definition companies carrying 
on marine insurance business are excluded; do you accept 
that? &. It. is a government publication; T must accept 
it. 

QO then, So far as the Northern 15 concermed ig it 
br iS it not a marine company? hn Deeds Av eetnany COs ae 
2a CLeSsoe Of business. 


er Lees As: Including marine, and Life, and svery= 


Q@. You do not think you are excluded by the defini- 
t10n Of company, as a marine company, under section 15 (Db). 
és. I do not know, 

QO. . Well then, how under that fot do, you-eet any 
exemption for marine insurance premiums from the applica- 
mon OL the special War Revenue Act? je Lenever have 
Hed oecasion to examine marine figures at all because J 
do not handle marine, and know very little about it. 

®. One more question: is there any reiérenes.in tis 
income War Tax Act to the exemption of marine insurance 
premiums from taxation? 

Bo Foarkee: That 1S not 8 prover questi. wvon. 

PY MR. GRAY: 

QO. For the record, there 15 no such mention of exemp- 
tion? 

Me. PARKER: That mieht not be correct. 

BY MR. GRAY: 

Q. All right; do you know under what authority the 
marine insurance premiums received in Canada by the Nor- 
thern Insurance Company are excluded from your account 
for income tax discount? AN UO. Ot ow 5 


Q. Now, you made reference in your evidence to a 
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certain section of the factory mutuals brief -- the original 
main brief, inthe first sentence of which at page thirteen 
are used certain figures. I am quoting from the third 
paragraph: 

"The average premium rate for fire insurance in gan- 

ada for 1948 (as reported in the Dominion [Insurance 

Blue Book at page (X) is 66 cents for $100 of insur- 

ance for one year.* 

You have called my attention to the fact that these are 
not annual premiums only, have you not? A Sens 
correct. There is a comment by the Superintendent. 

Q. I accept that correction, and thank Mr. Hurry 
Por at. Ask’ that the words *for one: year" De struck 
out' of that sentence to which he has called attention. 

THE CHAIRMAN: That is at page thirteen of the main 
Riser,” is) ib? 

MR. GRAY: Yes. 

BY MR. GRAY: 

Q. With that amendment, I call attention to the 
fact that the other figures that are thus compared are 
not annual premiums. That is to say, the 62-cent rate 
is not an annual premium,or the 58-cent rate; do you 
aeree’ As Yes. 

Q. So that with the amendment IT have made, do you 
find anything inaccurate or unfair in either the repre- 
sentations or the conclusions I have drawn? fa fn 
is a statement of fact there can be nothing unfair about 
it. 

Q. Then, you also made reference to a statement in 
the factory mutuals brief at page six with regard to the 
so-called underwriting profit of the British companies 


on Canadian business over the long period of sixty-six 
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years, and it says in that paragraph --- As Is that the 
paragraph with the word *pathetic" in it? 

Se Taemyrererying to. ulis paragraph which begins 
with the words “of course war conditions" - and SO On. 
T ask you to note the words in prackets,*the figures are 
not prepared by us", and where it is stated that they are 
taken from the Dominion Insurance Department Blue Book. 
Then I ask you to note this sentence in the middle of the 
paragraph, “this amount 167,94 per cont. of vhe premiums". 
Pie, LES 's 

Q. Does anything you said this moming in your evid- 
ence invalidate the fairness of the representations involv- 


ed in that statement? a. T think) I explained (50. the 


Commission that after this figure, whatever Lb: may 0S (+= 


wossibly 7.94 per cent -- ig arrived .at, that there 19 4 
ereat deal to be done which costs a great deal of money, 
and that the profits which the British companies make ou t 
of business in Canada are not profits on which they are 
taxed in Canada. 

i. L rerer you to the first axhibit in the Tacsory 
mutuals brief to which you have made reference. A. That is 
the book with the grey-covered binding. 

So Tas aS a schedule which came in for some atten- 
tion this morning during your testimony, and IT am asking 
you now to observe what this shows on two points, first 
as to claims incurred. [In the government statement, 


which is exhibit No.l, I see that claims jncurred are put 


in at $148,024.29 for the Canadian field. ha. Yess 


Q. As I understand 4t -- and we have Submitted 
this -- that represents fire losses physically located in 
Canada. “a. Go Tinderstand, yess 


Die then. Look at exhibit No.2, prepared by the 
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company for the same item of losses incurred during the 
year, and you find a figure of $99,195. As Yess 

Q. Do you observe from that that in the year 1945 
the Manufacturers Mutual Fire [Insurance Company experienced 
actual losses in canada of $148,000 in respect of which 
they charged the Canadian members only $99,195? 

A. That might well happen in any year. 

Q. Yes. Then, one other point: you suggested in 
your testimony that we ought to use the premiums shown in 
the Dominion blue book figures. You will recall that 
evidence has been given that these are derived from the 
returns of the company as shown at page fourteen of the 
annual statement form of the Superintendent of Insurance. 
A. Yes. 

Q. Now, will you please look at exhibits 1 and 4 
again. You will see in exhibit No.1, which is the 
Dominion government returm, that the net premiums written 
are put down at $415,000; is that correct? AeoV Ves 

Q. That is the amount on which you say the tax 
ought to be applied against these companies, is that 
correct? Be elie toes 2S. Ce! 

Q. This company, for that year. Aa? EEG Ge 
the figure representing premiums, less return. 

Ce Lees Ale Leos 

Q. Then, look at this, “premium deposits absorbed 
during the year, $593,617. <A. Yes. 

Q. Do you observe that the company has suggested 
that the proper ‘amount upon which Special War Revenue 
Act should be applied is $593,617, and that the figure 
which you are willing to accept is ®415,000; do you 
observe that? A. That is the figure for that year, 


apparently. Of course, the premiums earned in that year 


L6 
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are affected by the reserve. There is an increase of 
b127,000. 

Q. You wanted written premiums, and I have given 
you written premiums. I suggest there must be some good 
reason why this company would come here and say to this 
Commission that they ought to be assessed on a larZ2er 
figure than that which you suggest; is that correct? 

Pe Di evn prepared to be satisfied that you do every- 
thing with good reason, Mr. Gray. 

Q. One more question, referring to the premium 
figures submitted in your supplementary brief which you 
interpreted this moming for the Commission. I ae referr=- 
ing particularly to exhibit C of your supplementary brief. 
A. The 19435 business. 

One Sosa rh accep your warning that it is one thing 
to show a figure and another thing to interpret it. 

Poe, oS < 

CO.  Thebeas your idea? Le i Leon 

Q. You interpreted those figures to your own 
advantage in the statement you made earlier. 

MR. PARKER: No, not to his own advantage, just 
correctly. 

BY NR« GRAY: 

Q. You interpreted them in a certain way? A. Yes. 

O. The Tigures T. eave you by way of amendment of 
your exhibit are the figures for the absorbed premium 
deposits during that year by the companies, and correspond 
to this figure of $593,617 in exhibit No.a, which is 
berry of our brier, And the figures which you have used 
in your original exhibit, as submitted in the brief, are 
derived from the Dominion Blue Book, which is on the 


basis of exhibit No.l in the factory mutuals submission. 
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I ask you, then, to accept this statement, that the dis- 
tinction which is exhibited by this showing in the fact- 
ory mutuals brief, exhibits 1 and 2, is the same differ- 
ence which is exhibited in the amendment to your exhibit 
G6 in the supplementary brief? A. For whatever that 


may imply, of course your statement is correct. 


we 
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BY MR.e MASON: With your permission, Mr. Chairman, 
I overlooked asking the witness this question. At page 549 
or the Northern Assurance Report, in the superintendent's 
report -- Pali LB GRAS Lae? 

Q» You do not need to look it up. There is an item of 
$13,000 odd for underwriterst boards tariff associations, 
and I see similar large items in the returns of other insurance 
companies? Ae Ye@sS. 

Q@.- Does that represent in part a substantial payment 
to the Canadian Underwriters’ Association and, if so, upon 
what. basis is the return made? A. Lt represents, to 
a very large amount, the cost of the inspection of these 
sprinklered and fire-proofed risks, and all the the reset oDrity 
which are inspected very carefully by a expert engineer, 
Peeulariys. Thal 1s a very expensive thing, and of course 
the general rate-making plan of the association, the inspection 
of waterworks and advice to municipalities as to how to 
improve conditions in the towns, so as to bring about reduced 
rates -- that make $ up the expense , 

Qe On what basis is it made? A. It is made according 


to premium income of the members. It is divided up. 


(Page 6565 follows) 
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Factory Mutual Fire Insurance Companies 


Supplementary submission in. answer 
to Briefs of Income Tax Payers 
association, Joint Stock Insurers 
and Stock Com Agents 


(Concluding statem-nt of Mr. Evan 
aroay.  oeo also Transcript, Vols 
ZIX, Tuesday, spril 17) 
The Special War Revenue ‘ict 
The factory mutuals acknowledge the concession of the 
jointestock insurers, in paragraph (c) on page 11 of their 
brief, that the Special War Revenue Act, imposing a premium 
tax at the rate-of 4 per cent on premium-deposit mutual 
companies and 2 per cent on joint-stock companies, is unfair- 
Pai seriminatory, and that this inequity should be remedied 
by making uniform the rate of premium tax on all types of 
PRSULS TY 
in their main submission, the factory mutuals have said 
that the equalization of the premium tax under the Special 
War Revenue act would produce substantial additional revenue, 
(page 28). Figures given us by the Dominion Superintendent 
of Insurance show the following amounts collected under \ 
Section 14, as tax on 1943 premiums: 


Bs-(1}) — at 2%. - Joint stock and. stock 


. mutuals OL OL ,06b eos 
Ss (2) - at 3% - Ordinary mutuals and 
Lioyds 408 ,192.50 
Ss (3) - at 4% - Premium-deposit mutuals 
end Peciprocals 06 ,19102 
Total - $2,375 ,470.06 


The marine insurance premiums written in Canada would, 
if included at 1943 levels, add about $10,000,000 to taxable 
premiums. 4t present, only marine premiums received by dom- 
estic companies are assessed for income and excess profits 
wexes and .all marine premiums are excluded from special war 


wevenus tax. it is accordingly estimated that a uniform tex 
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of 4 per cent on all insurance premiums, other than life, 
would produce about $2,435,000 additional revenue, or a total 
of about $4,750,000 annually. 
General 

The factory mutuals regret that they do not find other 
parts of the joint-stock insurers brief so wellsupported, 
6ither in fact or in principle, and they must take issue with 
the stock companies’ submissions and those of the Income Tax 
Payers Association and stock company agents regarding the 
application of the Income War Tax Act and the Excess Profits 
Tax Act to mutual insurers. The factory mutual companies 
Will not undertake to offer 5 general reply on the whole 
range of the above mentioned briefs, which go so far beyond 
tae concerns of the factory mutuals. But, im dealing with 
our very limited field of interest, it may be necessary to 
point out what we believe to be errers in submissions touch- 
ing general principles of much wider application than our 
own business. 
"quality of Taxation" 

ihe s.o¢en, “equality of “Taxepion, " adepved Dy our 
competitors in their briefs is strangely unrealistic. It is 
no less impracticable in the business world than is ‘equality 
of sacrifice’ as a principle of personal service in the armed 
forces. Even in the case of individuals, the income tax has 
never set equality of taxation as an objective, much less as 
a principle. The married and the single man, the taxpayer 
With or without dependents, unusual medical expenses, earned 
or investment- income, gifts to charitable objects and a grad- 
uated tax: all these are items of discrimination in our 
income tax legislation, -adjudged fair and equitable, which 
deny any such easy cliche as tequality' in the planning Jf 


an ineome tax system. And if one goes outside income tax, 
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to customs duties, excise and sales taxes, ‘equality of tax- 
atwion’ is never regarded as a controlling principle. The 
user of spirituous liquors and the teetotaller are not equally 
taxed; nor are the users and the non-users of theatres, pull- 
man berths and telegraphs. A multitude of other illustrations 
spring easily to the mind. A stock company which makes a 
profit and a stock company which makes no profit, are not 
equally taxed. How equality of taxation could be achieved in 
regard to all corporations or persons engaged in the fire 
insurance business passes imagination.. 1t may comfort the 
biel Writer to quote a jangle from a judicial opinion 
written in. an (eee case Kansas’ (State v. Widson, 192 
Rem, 72): 

"He who hopes a faultless tax to see, 

HOpes What De' or wes. MOT 25, Tor .6'er <hal) ibe" 

Lt was not ‘equality of taxation’ which inspired parlia- 
ment to challenge the royal tax-gatherer in the early days of 
its history, as suggested by the Income Tax Frayera Association 
brief; it was 'taxation according to law' that parliament 
Sougnt to attain, instead of taxation according to the royal 
Wiamon the Chance lion's need: that i664 very ditterens, thing . 
Discrimination has always been and always will be the most 
important slement in sound fiscal policy. Discrimination 
Prout, OF course, be Tair and equivabie:) only unteair disorim- 
ination comes justly under indictment. Without inteliigent 
ayecrimination in the application of taxation to different 
forms of business enterprise, some enterprises will be dis- 
worted or destroyed and their original purposes defeated. 

The suceestion is found on allothe briefs Tited by our 
Gompetitors thet 411 income derived from or ‘in the course of 
Similar business should bear the same imposts of income and 


profits taxes regardless of the form of organization of that 
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business. This suggestion is surely unsound as well as inexped- 
ient. Suppose a retail merchandising business, showing net 
annual operating surplus of $100,000, ‘is owned and controlled, 
respectively, by: an individual, a partnership of four persons, 
a joint-stock company of many shareholders, a co-operative 
association and a public authority. It is an impossible prop- 
osition that $40,000 for income tax should be levied upon and 
collected from that business before its profits are allocated, 
regardless of the ownership and destination of the profit. 
The individual owner is entitled to his personal exemption and, 
perhaps, to set off against these profits the loss he has 
experienced in another similar business in another town. The 
partners divide the proceeds by four and then apply the exemp- 
tions, deductions and graduations of tax appropriate to their 
circumstances. Shareholders. may sell or dispose of their 
pperes Delore any dividend is declaréd; and the prorit distri- 
bution may be made to shareholders in a variety of ways or not 
at all. The co-operative and the public authority may, on 
grounds cp Soune PUDLLe policy; be exempt from taxation, “Talk 
epour equality of taxation, in ‘such a variety of form’ ana pur- 
Poco Of Dusiness organization, is overssinplification of “a most 
complex problem and \no answer at all to the demand for a 
reasonably intelligent and equitable tax system. 

Referring especially to the insurance business, one can 
no more treat mutual, stock aompanies, reciprocals and Lloyds 
alike in taxation than you can run these organizations through 
the same mould as to form and management. All four were organ- 
ized in different forms to serve different purposes and differ- 
ent needs. All four are essential to the public interest with 
Which this commission is concerned. All four require. discrin- 
inating treatment in taxation as well as in other forms of 


public regulation. 
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The Incidence of Income Tax 

Another fundamental principle of sound fiscal policy is 
contradicted when the Income Tax Fayers Association brief 
declares (paragraph 89 and elsewhere) -- "The real test is, 
how the profit originates or is earned, and whether the 
profit is taxable or does not depend in any way upon its 
ultimate destination or distribution.” That is surely 
Unegound fiscal doctrine, sven if so distinguished a jurist 
as the late Lord Blackburn applied it in the interpretation 
of a statute in a particular case, with which we are not con- 
cerned. surely it is necessary to study the final incidence 
Of any tax to determine how the public interést is affécted 
thereby; and this commission is charged with the consider- 
abion of public interest as a basis of fiscal-policy. 

ven if the dictum aceredited to Lord Blackburn ~= and 
it can be nothing more than a dictum -- has any legal valid- 
ity in the interpretation of a particular statute, it does 
not make common sense to the legislator or to the Minister of 
Finance, Of course it matters whose income is taxed and, of 
course, it matters whether or not the nominal taxpayer is 
the ultimate taxpayer. Does not parliament and the minister 
choose between a sales, tax and an income tax as alternative 
sources of public revenue on considerations of whether or 
nov and to whom the ultimate, incidence of the tax is shifted? 
ls not the import duty on farm machinery affected by consid- 
eration of. who Finally buys and uses the machinery? . Were 
not the people and parliament of Great Sritain concerned 
about the final incidence of the duty on wheat and cereals 
In the great debate on the repeal of the Gorn Laws, and did 
not the Joseph Chamberlain plan for Imperial Preference fail ” 
of adoption by reason of such shibboleths as -- "Don't tax 
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Under any corporation tax, the real taxpayer is not the 
legal entity, so muc stressed in the filed briefs. The real 
taxpayer is the person who is deprived of the use and enjoy- 
ment of the money or value which the Receiver General collects 
and, in the case of a corporation income tax, the identity of 
that taxpayer is detemined by the ownership and control of 
the corporation. The ownership and control of a joint-stock 
insurance company is an investors! interest. The ownership 
and control of a factory mutual insurer is a policyholders' 
interest. Of course, the fiscal planners must discriminate in 
taxation of such different interests according to the destin- 
@bi0on or distribution of the income affected. 

It is an accepted maxim of taxation that any taxpayer will 
shift the incidence of his tax to another if he can. Some 
taxes are more easily passed along than others. For example, 
the premium tax on insurers is, for all classes of insurers, 
ea tax passed on to the policyholder in increased premiums. 

But income tax is another matter; fire insurance premium rates 
take no account of income and profit taxes on joint-stock 
insurers. Such premiums are. based upon an average loss-cost, 
weighted for average expenses, excluding income tax, and after 
that they are controlled or affected by the competition of 
mutuals, reciprocals and Lioyds. In the final result, the 
shareholder pays the corporation income tax, in so far as the 
eorporate profits are thereby reduced. This is thus a tax on 
investment income of the shareholder, which, being uniformly 
applied to all business, cannot be shifted. 

It is otherwise with mutual insurers, <All corporation 
taxes are added to the cost of insurance paid by the policy- 
holder in a mutual company, since there is no other interest 
in the company. The factory mutual policyholders in Canada 


are all engaged in business and trade and these taxes, as 


« 
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items of additional insurance cost, become part of the cost of 
production or distribution in the policyholder's business. 
They thus affect the policyholder's competitive position in 
his own business. 411 corporation taxes imposed upon mutual 
insurers fall upon the policyholder and are passed on in 
whatever manner his business permits. The economist must 
advise as to the final effect of such an impost. 
The Legalistic Viewpoint 

The briefs filed by our competitors present the legalistic 
view of the problem of this commission. Naturally enough, 
they contain very Little factual information about the 
business of mutuals or joint-stock insurers in Canada, and 
they seem to have ignored the economic, social and political 
considerations of public interest which any tax proposals must 
involve u- except in so far as the slogan, "Equality of 
Taxation," can be interpreted as a political aspect. 

Now the factory mutuals have nothing to fear from a 
legalistic view of their tax liability. The decisions cited 
by the Income Tax Payers Association brief seem to make the 
exemption of factory mutuals from income and profits taxes | 
a matter of common law, apart from their statutory exemption. 
We refer particularly to the following decisions of the 
House of Lords: 

New York Life vs. Styles. (1889) 14. Appeal Cases 481; 
Cornish Mutual vs. Inland Revenue (1926) Appeal Cases £815 


Jones vs. South West Lancashire Coal (1927) Appeal 
Veee o Oa7s 


Municipal Mutual vs. Hills (1932) 16 Tax Cases 450. 
To the above cases could be added many decisions in courts 
of the United States, where some factory mutual companies 
have carried on business for more than one hundred years, 
Nevertheless, we submit that this commission can get 
little help with its problem from decisions of the English 
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or any other courts, and it Certainly is not bound by decisions 
of any court in deciding what ere to be taxable income or 

when or where such income should be taxed. The problem 
referred to the commission is a question of fiscal policy, 

to be decided on considerations of "the public interest." 

This public interest is not determined by the legal nature 

of corporations nor even by the interpretation of the present 
wording of the Income War Tax Act. 

Legal decisions relate primarily to the facts of a partic- 
ular case as presented in evidence. As presented in the sub- 
missions of the Income Tax Payers Association, these decisions 
show a strange pattern of inconstancy of opinion in the courts 
of England in relation to statutory provisions and methods of 
co-operative business -= which are not Canadian statutes nor 
Canadian business. The effort to show progressive development 
or Judicial opinion on 4 principle of taxation liability only 
succeeds in showing variety of opinion to date, and in demon- 
strating that the argument still continued in England, without 
finality. If the House of Lords has been overruled by its 
own judgments or by inferior tribunals, as suggested by the 
submission of the Income Tax Payers Association, this comn- 
ission is not likely to get more help from the later than 
irom the earlier decisions. The briefs have, however, made 
Clear that the Canadian enactment of Section 4 (g) of the 
Income War Tax Act in 1917 was substantially a statutory 
declaration of the common law principle, as recognized by 
the courts of England at that time. In Vanada, this exemption 
is still the law, irrespective of subsequent developments in 
England. 

What Lord Blackburn said or thought about the issues of a 
particular taxation case in 1883 can be of little consequence 


to this inquiry, it is very unlikely that the noble and 
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learned judge had the advantage of any such obuervation of the 
activities of co-operatives or the study of the methods of 
business now under consideration, as this commission has had 
since it was constituted. It would be most surprising if 
judicial comment and opinion from another jurisdiction, 
founded on such limited material as the evidence a particular 
case provides, would be found helpful in the present inquiry. 

In particular, the Income Tax Payers Association purports 
eo Tandy the’ judicial opinions: cited, that: 


(a) Corporations are legal entities separate and distinct 
from the members thereof: 


(b) That the income tax isa corporation, tax, 

ig to (a) above, there can be no doubt that corporations 
are legal entities: they are certainly neither physical nor 
spiritual entities. They have no body to be flogged nor 
a soul to be saved. Neither indeed have they any property 
or possessions to be taxed, except property and possessions 
belonging in truth to some natural persons whose legal 
instrument or agent is the corporation. The legal fiction 
which creates a corporation and the statute which makes it 
the medium for collection of tax cannot resolve any of the 
social, economic and folitical problens waich, conoern netural 
persons. There are times when the legal fiction, called a 
corporation, can be discussed as such; but when discussing 
taxation, it is quite wrong to speak of corporations as 
separate and distinct from the members thereof, since even 4 
superficial inguiry soon discloses that every corporation is 
owned and controlled, directly or indirectly, by some natural 
person or persons who have a specific purpose to serve 
thorough its activities. i1t may be quite true to speak of 
corporations legalistically, apart from their members -- 
oe. te nov. true for any other purpose; the separation of 


the legal entity from its members is as much a legal fiction 
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as is the original idea of a corporation. In taxation matters, 
it is quite &@s wrong to regard corporations as separate from 
their ownership and control as it is to assimilate corporat- 
ions which have different social and economic purposes to 
serve. 
ig to (b) above, one might just as well say that a customs 
duty is a tax on lumber or machinery. Of course income tax is 
a tax on corporations and customs duty is e tax on lumber or 
On Machinery, but surely this only means that the corporation, 
or the lumber, or the machinery is the agent or the occasion 
by which tax is collected from somebody, who is ultimately 
deprived of the enjoyment of the money or value taken by the 
tax collector. lt does make a difference who owns or controls 
the corporation-taxpayer, just 2s it makes a difference who 
owns and who will eventually use and pay for the lumber and 
meehinery, Ihe idea that the public signifieance of a tax 
ends with the corporation which pays it over, is quite unsound, 
economically, socially and politically, whether or not it has 
puy socal validity. 
The Factory Mutuals are the Members Thereof 
To bring the foregoing observations more directly to bear 

on the position of the factory mutuals, consider the following 
provisions of the incorporating act and the by-laws of the 
Manufacturers Mutual Fire Insurance Company, (one of the group 
of factory mutual insurance companies on whose behalf this 
submission is made), which are among those extracts from the 
Charter and by-laws which are printed on every policy issued 
by the company in Canada, as well as in the United States: 

Act of Incorporation: 

"Section 3. Every person, firm, association, 

and corporation insured on the mutual plan (and 


all are insured on the mutual plan) by said corpor- 
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ation shall be a member thereof during the life of his or its 
policy but no longer, and at all meetings of the corporation 
shall be entitled to one vote, either in person or by proxy 


f 


By-laws: 
"Article V, Section 4. Hach premium deposit for a policy on 
the mutual plan is to be deemed a deposit made by the insured 
with the company. The portion of this deposit unabsorbed by 
the contributions to the company's losses, expenses and 
Peserves 1S to be returned to the insured at the expiration 
pe earlier oe vermynaetlonVor Tis policy Vue saw ee ee 

While it is true that the factory mutual companies are 
legal entities, it is not true that they are separate and 
distinct from their members; in fact, their members are them- 
selves the corporation. They participate in the savings 
effected in the management of the business; they control the 
corporation by their votes at every policyholders' meeting; 
they elect the directors; and policyholders'. directors form- 
ulate the policies to-be carried out by the executive. 

in “207i on to all this; the nehibers “assume a contingent 
iiability equal to five times the amount of their premium 
Peposit, lit-case “Losses and expenses exceed tie available 
cash funds. It has often been said in adjudicated cases that 
in mutual insurance companies, policyholders are both insured 
Poarincurers, Thetis true “nthe final’ analysis in the case 
Or tthe factory mutuals.” So ‘long as the available funds are 
sufficient to meet the demands upon the companies, then the 
policyholders are seen in the capvcity of the insured; butt 
those funds should become insufficient, then that provision of 
the charter and by-laws of the companies cones into play 
which fixes a liability upon the policyholders in the form 


of 2 contingent assessment liability and so. they do become 
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insurers. 
The Nature of the Premium Deposits 

The briefs of the joint=stock insurers and the Income Tax 
Payers ssociation have argued that all moneys received by 
the factory mutual companies are income, from which they wish 
to draw the conclusion that, after the expenses and losses of 
the companies have been paid, all moneys returned to policy- 
holders are profit of the same quality as dividends paid to 
shareholders. Very clearly this is not so in the case of the 
hectory’ mupual companies. The premium deposits received vy 
Hie Companies are not income to the companies in the sense 
argued. in the stock companies' brief. One might as well say 
Daa, Geposite made by customers in’ a chartered vank are’ income 
to the bank. Jt should be clear from section 4 of the by-laws 
above* quoted that the premium deposit of a policyholder member 
is a sum for which the company is accountable to the member 
and in respect of which he preserves legal rights recognized 
by the constitution of the company. 

The @ase vot State v. Wilson, 102 Kan, 752, 172P.. 4148, 
(eras 2018) Dy CSS 2riustrates this point very’ elLeariy. * Tais 
ease arose in the State of Kansas, which had a statute taxing 
the gross premiums of 211 insurance companies "without any 
Geduction for dividends, etc.” A mutual insurance company 
(not a factory mutual) transacting business in that state, 
rerused to pay the tax on its gross premium deposits and 
maintained that it was only liable for a tax upon that part of 
the premiums it received in Kansas which was retained by it for 
payment of losses, expenses and reserves. ‘The court said in 
the course of its opinion: 

It is a prudent policy which for the time being exacts 
from the policyholder somewhat more than the estimated amount 


needed tc pay the proper charges on an insurance business. 
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The inherent uncertainties of any business commend such 

foresight. But neither the insurance company nor its 

patrons should be penalized for so doing; and moneys rec- 

eived as premiums, but returned because not necessarily 

for premiums, should not be taxed as such." 
The above is but one of many cases that have held that only 
the net retention out of premium deposits is taxable, regard- 
less of the statutory provision that "gross premiums" shall 
be taxed. A similer“décision to. which réference may be made 
is Mutual Benefit Lifé Insurance Company vs. Harold, (Internal 
Revenue Collector) 198 Federal 199 (1912). 

The premium deposit in the factory mutual companies is 

WoL Unlike the case of & broker or factor who is commissioned 
Dy nie Client’ to purchase a- parece! of real estate for which 
the clicnt is willing to pay not more than $5,000. He 
instructs the broker to purchase it at as low a price as 
possible, not t exceed the maximum of $5,000 and in carrying 
out the arrangement, he deposits with the broker the sum of 
%5,000 for the purpose. The broker then negotiates the 
purchase of the property for $4,000. Clearly the difference 
Detween the amouny Lert with him by his: client and the) pur 
chase price is not the property ‘of the broker, but belongs 95 
tre client end the broker is accountable to him for it. The 


same holds true in the case of the factory mutual companies. 
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in a sense an advance assessment which 


Q 


The premium deposit. i 
ioe Company receives Tor 4 specific purpose, and when that 
purpose has been accomplished the balance remaining out of 
the deposit, if any, is returnable to the policyholder. 

Tt is admitted that the policyholder is not entitled to 
this réturn until it has been voted by the board of directors, 
but it must. be borne in mind that the power of the directors 


over the savings effected in the conduct of the business of 
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the mutual fire insurance company is not absolute. <A board 
of directors will not be sustained in refusing a distribution 
of savings if there is bad faith, wilful neglect or abuse 

or diseretion. (Greer, va. Equitable Life 160 N.Y. 32)..- It 
ig also to be remembered that the boards of directors of the 
factory mutual companies are themselves policyholders, chosen 
by the body of the policyholders to carry out the purposes 

of the policyholders and of no one else. The policyholders 
ere themselves the company, and if at any time the directors 
should refuse to return what the policyholders consider an 
equrtabile proportion of the savines, or, in fact, any part 

OF the savings or any part of the assets of the company which 
the policyholders determine they want returned, then it is 
Within the power of Lie policyholders to remove the directors 
and elect others in their stead who will carry out their 
purpose. 

The argument of the joint-stock insurers refers to the 
premium deposit made by policyholders as capital of the 
mubual company, fulfilling the function and bearing the same 
relation to the mutual company as the share capital does to 
peeolmt stock’ insurer.’ (Page 5)" This) is intended’ te” support 
@ claim to tax the investment income of the mutual on 
policyholders' funds in the hands of the company. But adop- 
tion of this argument would at once free the unabsorbed 
Premium deposit from any charge of income tax liability, since 
it fastens on them the character of capital repayment -- 
which would be non-taxable as income. The joint-stock com- 
panies should elect to say which of these inconsistent 
positions they desire to adopt respecting the unabsorbed 
premium deposit. The factory mutuals reject both alternatives 
and submit that the premium deposits of the policyholder 


member are neither income nor capital of the company and 
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have no counterpart in a joint-stock company system. 


The Nature and Application of Investment Income 


As Tor investment income from policyholders! funds, such 
income is no different to the company than the absorbed 
portion of the policyholders’ premium deposits, so far. as tax 
is concerned. Investment income is, by the provisions of the 
by-laws printed on the policy, applied in exactly the same 
way as the absorbed portion of the premium deposit. The 
following is Section 8 of article V of the by-laws of the 
Manufacturers Mutual Fire Insurance Company: 

"Sec. 8. The income received by the company from its invest- 
ments shall be applied to the payment of expenses of con- 
ducting the business, taxes, losses and reserve." 

On pege 2 in paragraph A (2) of the joint-stock companies" 
brief, the submission seems to.admit that in the case of 
factory mutuals the surplus contributions of policyholders 
over losses and expenses is not taxable income, on the basis 
of the decision in the South West Lancashire Coal Owners 
Association case. But the same paragraph adds, the revenue 
Prom interest; dividends, rents and other sources, suchas 
Pevucureance premiums, cetc,, however ,, is taxable, income: in 
Tie emands. OL the corporation, inuring “to. the profisa, of.” the 
members. When it is meno bored Lheat. SOtTh princi bal end 
interest of the reserve fund of the Factory Mutual Company 
Presoeld Tor the benerit of the policyholder, and, regard is 
had to the application of the interest-revenue provided for 
by the above quoted section 8 of the by-laws, it seems quite 
impossible to distinguish this part of the revenue of the 
Pompany Trom that received from any other source whatever. 
Once again it may be pointed out that the "annual net profit 
Pr gain" of any taxpayer must include all his income and all 


His deductions in a single account, producing a net balance 
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or deficiency. That net balance, if any, is the very item to 
which the decision in the South West Lancashire Coal Owners 
case was intended tu apply. 
Stock Companies! Participating Policies 

In the respectful submission of the factory mutual. com- 
panies, there should be no doubt of the right of the stock 
company to claim, as a deduction from income for taxation 
purposes, all moneys disbursed to policyholders in respect of 
policies issued on the participating plan. 
"Dividend" Declarations of Mutual Companies 

In the joint-stock insurers' brief on page VY, it: is rep- 
resented that the dividend or return on the premium deposit of 
a mutual company is determined in some mysterious and arbit- 
rary manner, from which our competitors seek to draw the con- 
clusion that not only id mutual insurance not “insurance at 
cost,” but that there is something irregular about the ascer- 
tainment of the participating dividend. Only unfamiliarity 
with mutual insurance operation and methods could create such 
a misapprehension. This argument is manifestly founded upon 
a view of mutual insurance company practice which, to gay the 
least, igs not that of the factery mutual companies. In these 
companies, all policies of insurance mature on the first day 
er. a Calendar month and insurance costs are computed monthly. 
Accordingly, a policy which terminates on the first day of 
Mareh 1945 is charged with its proper proportiox of the losses 
and expenses incurred during the period it has been tnrtorce, 
up to and including February 1945. Only the losses and 
expenses which have been incurred during the period this 
insurance has been ih force are used te determine the exact 
amount of premium depesit which has been absorbed for the 
payment of losses and expenses. It may be that this, ia not 
true cf mutual fire insurance companies generally, but it is 


true of the factory mutual companies. 
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The participating dividend or the rate of unabsorbed 
premium deposit is determined by the policyholders themselves 
through their representatives -- the directors of the company. 
Their discretion as to drawing upon or adding to reserves are 
policyholders' decisions; this is an exercise of the same kind 
of judgment which determines the original differential for 
premium deposit by classification of risk: it is subject to 
criticism by policyholders in a policyholders! meeting. 
Finally, the actual "net cost of inguranse™ to the policy- 
holder is the actual absorbed portion of the premium deposit, 
however that may be determined. Since the mutual policy- 
posers Lind this procedure Savistactory, theleriticism or 
the competitor is best answered by a comparison of the result- 
ing cost of the two systems in operation on similar risks. 

The Dominion Blue Book carries a continuous five year 
record of premiums and losses by classifications of risk. 
Class Number 27, i.e., "Sprinklered risks of whatever nature 
or occupancy,” includes almost alt of the factory mutual 
business in Canada. The Blue Book shows $40,829,847 for 
written premiums in this’ class in the ten years, 1933 to 1942 
(see 1943 report, page LII and 1938 report page XC) and 
go oyrred Losses of $11.,424,368,,.0n a steadily rising premium 
income. The factory mutual figures included in these totals 
merely distort the results, because of the different basis 
On which they are prepared. This was explained4in our main 
Submission (page 34). So, if we delete the factory mutual 
premiums and losses for the period in which they were included, 
(nine years) we have the results for all other companies, as 
follows: Premiums $33,426,944, losses $9,761,453 for the ten 
meet per lod., (his asuea«loss cost of 2912 per cent (Let iis 
call it 30 per cent) of premiums on sprinklered risks, Tor 


ten years, Add an expense loading equal to fifty per cent of 
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written premiums, and you have an over-all cost ratio for joint- 
stock insurers (including the profit clement in the expense 
loading) cf 80 per cent of written premiums. Assuming, as we 
reasonably may, substantially all this business, excluding the 
factory mutuals, is written at tariff-bureau rates, it would 
seem that joint-stock companies! rate-differentials for classes 
Oo. Tisk are not beyond criticism, and thav¥ such a rate was too 
high a price to pay for fixed premium insurance of the best 
protected class of Canadian risk. It is to be contrasted with 
rinsurance at cost! as provided in the factory mutual system, 
On any particular risk, competition between mutual and stock- 
company carriers is a great leveller of premium rates, but 
there must be a large volume of Canadian business on which 
bureau companies meet no rate-competition, to produce such 

an over-all result for stock company insurance of this 
classification. 

Stock Company Submissions not Applicable to Factory Mutuals 

We feel bound to take exception to certain other state- 
ments in the joint-stock companies! brief, which, at least in 
so far as the factory mutual companies are concermed, are 
incorrect. The following have been quoted: 

On page 4, it is observed that, -- 

"If any mutual insurer has income, that income must of 
necessity inure to the profit of its poll cyholders..or 
members, whether distributed, put to their ¢redit or anv 
a reserve account. These organizations are bound to 
realize income.....consequently are taxable." 

We suppose that it is possible to imagine a mutual 
insurance organization to which this observation might apply. 
Take for example, one which does not carry on business in 
Canada, -~- The Philadelphia Contributionship, which is the 


oldest mutual fire insurance company in America, founded by 


19 
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Benjamin Franklin in 1752. It issues only perpetual policies, 
requiring its members to make very substantial cash deposits 
at the inception of their policies, the income from which has 
sufficed to pay , not only Losses and expenses; bul alsocan 
investment return to the insured. The cash deposits are 
returned intact to the policyholders at the termination of 
their policies, Perhaps Parliament referred to such an organ-~ 
ization, when enacting Section 4 (g) of the Income War Tax 
Act, and qualifying the exemption of mutual corporations by 
the words, -= “no part of the income of which inures to the 
Prorit of any member thereof.” An organization similar to 
the Philadeiphia Contributionship would not be entitled to 
ine exeription provided by Section 4 fe) if the word “profit” 


has the ordinary meaning of, -- “the excess of receipts over 


expenditures." (Words and Phrases, 2d Ed. Vol. 3) To 
illustrate: 
Suppose, - Premium deposits in force $1,000,000 
Investment income 30 , O00 
Total $1,030 5000 
DEeEnuct : | 
Losses $5,000 
Expenses 0,000 
Total 10,000 
Balance remaining for return 
to policyholders $1,020 , 000 
investment Income avaiilapie: ror 
return to policyholders 20,000 
Premium deposits returnable to 
policyholders © B1,O00 , 000 


We do not doubt that the above quoted paragraph of “one 
joint-stock insurers' brief might be reasonably applied to 
the Philadelphia Contributionship in such circumstances, if it 
were exempt under Section 4 (g) -- (as we submit it is not).- 
Wa the above illustration, it’ would be taxable on & net 


income of $20,000. 
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Now compare this example with the case of a factory 


mutual company: 


Suppose, —- Premium deposits in force $1,000,000 
Add Investment Income 30,000 
| 81,030,000 
Deduct: ; 

Losses o40 ,OO00 
ixpenses 00,000 90 ,000 
Balance available for returns - $940,000 

Surely no one -- not even joint-stock dnaurers -- will say 


that the return of $940,000 to policyholders who have contri- 
buted $1,000,000 represents a "profit" to policyholders, 
which deprives the factory mutual company of the benefit of 
the exemption under Section 4 (g)$ The premium deposit system 
simply cannot be poured into the mould of thought which 
would produce such a conclusion. 

Premium deposits are not receipts in the sense of the 
income of a mercantile enterprise, but are money left with 
the company out of which to pay losses and expenses, the 
balance to be returned to the polleyholdéer, “lt foltows that 
such returns are not a distribution of income and’; nenee, do 
not constitute “profit" to the members. If this were not so, 
then no mutual company could have the tax exemption which 
parliament intended to provide by Section 4 (g) and the 
enactment would be wholly frustrated and ineffective. 

AS we have said above (page 12) the tannual net profit 
or gain' of any taxpayer must include all his income and all 
his deductions in a single account, producing a net balance 
or deficiency; when you'apply this formula to the policyholders' 
account with the factory mutuals the results will show a, “Loss” 
and not a "profit." It is conceivable that at some future 
time the investment income might be sufficient to pay losses 
and expenses and, in addition, a return to policyholders in 


excess of their original premium deposits. That may be a 
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“consummation devoutly to be wished," but it still remains 

for the future. When it happens, the factory mutuals will 

no longer have the benefit of the exemption under Section 4 
(g) of the Income. War Tax Act. 

Under paragraph (b) on page 6 of the joint-stock insurers! 
brief, it is urged, --"(b) The surplus of premiums and assess+ 
ment receipts over losses and expenses is also income and 
is ‘annual profit or gain from any other Source“ Unis. Obser-s 
vation is quite contrary to all the findings of taxing author- 
ities in Canada and the United States and contrary to the 
decisions of those courts which have passed upon the matter. 
bo far as we are aware, no judicial or taxing authority has 
ever reached and applied this conclusion. 

Again on page 6, under the sub-title, --"This income is 
taxable: (a) It is the absolute property Of the corporation’? 4 
in respect of Factory mutual companies, this statement is 
merely a half-truth. In contemplation of law, it may be the 
absolute property of the corporation, but under the Or fanizat 10n 
Of aGhe Pactory mutual companies; it ig held for a4 Spe ciLac 
purpose as previously shown in this memorandum. In sub- 
bP eesrapny (bit as (stated: "the disposition of the surplus 
Greerescrve 15 in the discretion of the bodrd of directors.” 
ina es 6lso true only to a Limited ‘extent, for’ this’ control 
of the directors is not absolute, so far as the factory 
mutual companies are concerned. 

In paragraph (c) under this same sub-head in the stock 


"oT 


ecupanies’ brief, printed on page 7, it is stated: - "In a 
mutual organization, to maintain the right with respect to any 
distribution of income, an assured must be a policyholder or ~ 
member at the time of distribution. Here again, this is a mis- 


statement, since, as appears from the charter of the Manufac- 


tueérs Mutual Fire Insurance Company, previously quoted (at 
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page 11 of our main submission), all policyholders who have 
been members of the company at any time within six years 
are entitled to share in the distribution of the assets of 
the company in case of liquidation. 

The conclusion under the next heading in the stock 
companies! bricf (page 8) to the effect that, “the 'dividend' 
paid by a mutual insurer to a member is not a discount -- a 
repayment of excess of estimate over actual cost of carrying 
the indemnity of such member -- but is an arbitrary allotment 
of profit from a business venture," is, in respect of the 
factory mutual companies, a misstatement of fact. True, 
the so-called dividends to members of the factory mutual 
companies is not a discount, but on the other hand it is not 
ey arbitrary allotment of ‘prorit.." Lt is not’ profit ap aii, 
as we have consistently maintained, and it is not an 
"arbitrary allotment™ as we have explained hereinbefore at 
page 13. It is merely the return of that part of the premium 
deposit which has not been used for the payment of losses 
and expenses and the maintenance of reserves. 

It is noted in Schedule’ "C™ of the stock companies" 
brief that use is made of the published figures in the report 
of the superintendent of insurance for the exhibit of under- 
writing profit of the premium deposit mutual companies (the 
factory mutuals), referred to in our main submission at page 
14. Similar figures were used in the exhibits filed as an 
appendix to the brief of the stock company agents of ae city 
of Winnipeg: This is addit onal evidence of the misunder- 
standing of the facts by joint-stock insurers and their 
agents, created by the publication of these figures, which 
the main submission of the factory mutuals explains and 
modifies under the heading, "Underwriting Profit." We must 
again emphasize that the information given by the published 


figures is misleading, since the factory mutual companies 
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have no underwriting profit. The formulas for the computation 
of underwriting profit appropriate to fixed-premium companies 
simply will not work when it is attempted to apply them to 
premium-deposit mutuals. Even the terminology of the fixed- 
premium business is misleading when used in relation to 
premium-deposit companies. For example, “earned premiums" 
in a factory mutual company is’ in reality the amount retained 
by the companies for the payment of losses and expenses and 
Preserves, Or approximately 10 per.cent of the premium deposit 
Pert oree, The Dalence remaining is, the proportion that has 
not been earned; in other words, that has not been used, and, 
Pence, is avaliable for return to the policyholders, Further 
evuay of Exhibite I and IT at pages 36 and 37 of the main 
submission of the factory mutual companies to this commission 
should remove the misunderstanding of which the stock 
companies’ brief is the victim. 
Comparison with Life Insurance 

The factory mutuals cannot agree with the statement on 
page 10 of the joint-stock insurers' brief as to the distinct- 
i10n between life insurance and other classes of insurance 
business. The difference does not lie in the fidelity of 
Peavlstical records 4nd actuarial formulas.: In* practice, the 
life insurance business involves uncertainties in investment 
yields from policy reserves and many other uncertainties in 
the risks assumed, which no amount of statistical data will 
anticipate accurately, such as accidental death, suicide, 
total and permanent disability and non-permanent disability, 
epidemics and war. The cost of some of these hazards is no 
iess and no more capable of accurate estimate: than are fire 
and other casualty risks assumed in the field of insurance 
"other than fire. 


There can be no doubt that life insurance is “a business” 
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as surely as fire insurance is a business and that life insur- 
ance is conducted by joint-stock insurers for profit as well 
as by purely mutual insurers at cost. There seems no reason 
at all why the profit earned by the shareholder's interest in 
life insurance business is not in the same category for income 
tax and excess profits tax purposes as the profit earned by 
the shareholder interest in fire and casualty insurance 
business; indced, that is the recognized fact under these 
acts at present. The same Canadian statute exempts from 
taxation in the hands of the company the moneys paid to 
policyholders as dividends Mm participating policies, whether 
Such policies are issued by purely mutual or stock companies. 
Indeed, some of the British companies now carrying on business 
an Vanada conduct life insurance departments as well as 
departments for other classes of insurance business under 
the same corporate structure and management. 

it appears that the real difference Tor Taxation purposes 
between life insurance and other classes is that in the tax- 
Solemn OL Loe policyholder, life insurance premiums are usually 
not allowed' as deductions from taxable income of the insured 
and hence the dividends to policyholders on participating 
Policies are not taxed in the insureds hands. In the case 
of fire and casualty insurance the policyholder is or may be 
engaged in business and trade and his premiums and dividends 
Pou anpo his trading account. “There is’ nothing in this 
circumstance which invalidates the analogy of the exemptions 
in Section 4 (g) of the Income War Tax Act. 
Stock and Mutual "Methods of Operation" 

It is submitted that the statement of the joint-stock 
insurers' brief at page 6, -- "The fact is that between a 
mutual insurer and joint-stock insurer there is little or no 


difference in method of operation," is quite untrue. The 
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main submission of the factory mutual companies previously made 
Should be a demonstration of the profound and essential 
differences in purpose as well as in form of organization ‘and 
nethods of operation of the factory mutuals from those of 

joint stock insurers. How could the “methods of operation” of 
an insurar organized, owned and controlled by policyholders 
for insurance at cost, be like those of an insurer, organized, 
owned and controlled by shareholders for the purpose of profit? 
The alleged identity of function and method put forward to 
support a claim that income tax can be indiscriminately applied 
to all types of fire insurance organization has no true 
Hesis.in fact... If these insurers were alike, they would 

cease to exist in separate forms. The stock companies them- 
selves recognize differences between stock companies and 
mutuals by excluding the mutuals from all territorial premium 
rate-making bureaus. It is obvious that they must see some 
differences in methods of operation requiring such discrimin- 
ation of treatment. 

Pret atoek. companywis run.to makeve protit.for the.prep- 
rietor; the mutual company is run to make a saving of expense 
hortne policyholder....lf there is no prospective. profit 
available there will be no stock company insurance. The 
factory mutual however, being run to give the double service 
of fire prevention and indemnity to their members at actual 
fe eisoWwili-~be carried on regardiess,of profit. That. means 
ives, vieks which«find it. impossible to get adequate and 
appropriate insurance coverage from insurers operated for 
purposes of profit have had to turn repeatedly to mutual 
insurance to provide a service which was otherwise not avail- 
able. The farm mutuals and the local mutuals insuring risks 
in unprotected areas are the most conspicuous examples. of 


this process, but it has also occurred again and again in 
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highly specialized industrial and commercial risks for which 


» 


the factory mutuals and. the reciprocals were the only avail- 
able service in Canada. The Canadian textile industry and 

the Canadian departmental stores can give testimony in support 
of this statement. 

It is significant that the Factory Mutual Fire Insurance 
Companies are managed by professional engineers rather than 
Dy professional underwriteizs. The first. concern of the factory 
mutual is to eliminate fire hazards and in actual practice no 
member is accepted by the factory mutuals until his risk has 
been carefully surveyed and those measures taken which the 
engineers advise should be undertaken to reduce or eliminate 
fire hazard. Thereafter, regular periodic inspections by 
qualified engineors keep the risks under constant surveillance. 
The fire prevention engineering service of the factory mutual 
companies is the highest standard of such service found any- 
where, 

The history of the automatic sprinkler is closely inter- 
woven with that of the factory mutuals, due to the early 
recognition: of its value by these companies and their original 
efforts in its development, followed by their requirement of 
its installation in all buildings of combustible construction 
er occupancy. The automatic sprinkler is one of the greatest 
beventions in the science of fire fighting because of ats 
independent automatic action and has done more to preserve 
Droperty and protect life [rom the dangers of Tire than any 
Gbher single factor. The names of William B. Whiting, Col. 
Thomas J. borden and John R. Freeman, all former factory 
mutual engineers and officers, are intimetely associated with 
the progress of this and other scientific achievements in 
the fire prevention field. These and others associated with 


the companies! long history are entitled to a share of the 
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credit for the favorable loss experience and the security to 
property which have now come to be taken more or less for 
granted. 

Now it is obvious that a joint-stock insurer organized 
to make a profit for its shareholders can never have the same 
objectives or the same primary interest. Insurance share- 
holders’ profits always depend on higher premiums. Policy- 
holder interest is'alwaysin lower premiums, because policy- 
holder benefit depends on low insurance cost. Such a vital 
difference results in different methods of operation. ‘The 
first keeps premiums as high as competition will allow; 
the second keeps premiums as low as the best service will 
Aan t . 

The stock companies have regulated competition in premium 
rates for all company members. The result is, no compe tition 
in premium rate among bureau companies. The factory mutuals, 
however, beginning with a uniform premium deposit, depend for 
the real premium upon the efficiency and skill of the manage- 
ment, as well as the good or bad fortune, of the individual 
company and the policyholder has the benefit or disadvantage 
resulting from success or failure. No two will have the same 
result, and the competition between companies to secure the 
best results for the policyholders continue -- though in the 
fire prevention engineering service a joint and uniform 
inspection and report system is maintained, 

With the stock company, however, the competition for 
business turns from premium rate to competition for agency 
connection. Where premium rate is the same, it is usually 
the agent who decides with what company the business will be 
placed. It has never been possible for the stock company 
bureaus to control commission rates to agents 41s effectively 


as they control premium rates to the insured. Therefore, 


| a | 
ni ivan el tee 


-~65928-— 
competition for agencies among stock companies is fierce and 
constant. It is because of this that the number of stock 
companies in competition in the Canadian field has continued 
to increase beyond the cconomic requirements of the available 
business and the cost of insurance in Canada hag been increas- 
ed by progressively moving a larger and larger proportion of 
the stock company fire insurance business into the maximum 
commission rates for acquisition cost. Overall figures for 
decreasing fire insurance cost might be misinterpreted. This 
overall decrease comes from constantly improved building 
construction, fire protection and fire prevention methods. 
But the expense of doing business on the joint-stock company 
plan has steadily increased as the competition for agent 
controlled business betomes keener. It is otherwise with the 
factory mutuals, in which the policyholder has always the 
full advantage of reduced costs resulting from reduced hazard 
and where no commission-paid agents earn an advantage from 
high rates of commission and high rates of premium. In the 
factory mutual system the number of companies has steadily 
decreased by amalgamation, while the number of stock companies 
was increasing and while the so-called "fleets" of stock 
companies were attaching new agency connections at higher and 
higher commission rates. 

Furthermore, the method of operation of the stock company 
fundamentally differs in the matter of disposition of surplus 
-- both systems endeavour in early years of Operation to burid 
adequate reserves to meet future unfavourable experiences, 
conflagration losses and special contingencies. But, when 
these are adequate and the volume of business levels out -- 
the two systems diverge in method. Earnings from underwriting 
and investment income earned on premium reserves and on other 


assets are then syphoned off to shareholders profit by the 
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stock company. But similar surpluses in the factory mutual 
system increase the unabsorbed premium deposit and thus reduce 
the cost to the insured. This is certainly a fundamental 
atrerance i 

Stock company premium rates of bureau member companies 
are founded upon average experience costs for all member 
companies. The larger a company grows the more likely it is 
to have an average experience and average costs, since expenses, 
like losses, are nearly all in proportion to volume. But 
every stock company strives to do better than the average, for 
therein lies the hope of underwriting profit. Doing better 
than the average means selective risk underwriting and close 
adjustment of losses. For this the management is responsible 
to the stockholders, and fire insurance company stocks are 
Closely held and watched. 

In the factory mutual system, the management is responsible 
to the policyholders and here too, mangement is closely watched. 
This is a difference of interest which is reflected in methods 
Ghioperatvion, The fact thet, “in. the:.case tof “the roldestvands. 
largest of the factory mutuals (the Manufacturers Mutual 
Fire Insurance Company, which commenced business 1885), it 
has they et} been necessary for a policyholder to sue the company 
i> Collect: payment fora Loss, in its whole period of ‘operation, 
is surely significant for others besides lawyers. It dis- 
closes the fundamental difference in management relationship 
to policyholders whichis inherent in the system. 
tire Sirniticence of All This for Income Tax Purposes 

The factory mutual company is a corporate agency of the 
policyholder and indistinguishable from him and his interests. 
The joint-stock insurer is a corporate agency of its stock- 
holders conducted to earn a profit for its proprietors. 

The Factory Mutual operation results in a saving in expense to 


the poli 
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the policyholder: the joint-stock insurer seeks to earn a pro- 
fit for the investor. Of course, discrimination “in taxation 
is necessary for such different operations and, equally of 


course, that discrimination must be intelligent and equitable. 


It is a principle of income tax law -- expressed in Section 


4°(n) of the Income War Tax Act, that Income taxed in the 
hands of one corporation is not taxed in the hands of another 
trading corporation -- only this is double taxation avoided. 
The individual stockholder may, however, be assessed for 
income tax on dividends received from corporations which 

have already paid income tax and excess profits tax. That is 
not regarded as inequitable under the Canadian law, and is 
not commonly believed to be “double taxation.” In this, 
Canada departs from British precedence. All submissions to 
this commission accept the position as essential war finance 
policy for the present circumstances. ‘ 

Now, since every policyholder in the factory mutuals in 
Canada is a trading or business corporation, all "savings" 
earned by the factory mutual insurer are taxed in the accounts 
of the policyholder, both for income tax and excess profits 
tax. This must be constantly reiterated. Such savings could 
not be also taxed in the hands of the factory mutual company 
without the double taxation which Section 4° (n)}) of the Incone 
War Tax Act, and Section 2 (f) of the Nxcess Profits Tax Act 
are enacted to avoid. 1t is true that in this case the tex 
is applied to the corporetion receiving the benefit and not 
to the corporation originating the benefit, but this is the 
result of the nature of the deposit premium contract and ought 
not to be otherwise. Certainly no inequity is involved and 
the accepted principle is recognized. There is therefore no 
final exemption from Canadian income tax involved in the 


factory mutual system. The discrimination which exists 
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between factory mutuals and joint stock companies .as to income 
tax is a true discrimination according to fiscal principle 
and neither inequitable nor unjust. 
income Tax Payers Association Brief, Section 100 
in the concluding. paragraph of Section 1 of the income 


tax payers association memorandum, six subparagraphs have 


teen sot Out to embody the conclusions: of the argument in 


section Il. We wish to refer to these subparagraphs: 

(a) The factory mutual companies are admittedly engaged 
Me cearryine on va commercial enterprise, which is incidental 
to the business and trade of their factory mutual members, 
The factory mutual business is fire prevention and fire 


Pasurance awicoeb rhe Dactory mutuaise have no, profits of, 


surpluses which come within the definition of income contained 


Po section Sofi the income War Tax Acts Buty section + 2) 
oP "the act should be meintained to avoid any doubt as to the 
intention of the statute, in order that the question which 
has been referred to this commission:-for enquiry should not 
Pecome @ meatier or Wlitigavion "ine the roourts » 

(bits Ws, Of course’, mecessary “to ‘Look -behingd"' the 
corporate form of organization of joint stock companies as 
well las other: conporations;: thus »we sce’ that these, ars, organ- 
ized and operated as profit-making enterprises on the part 
of the shareholder investor. No one has argued that profits 
derived irom’ this source are not properly taxable under 
the Canadian’ statutes as "net annual profit “or eain.” 
Whether these profits are taxed in the hands of the joint- 
stock) insurer or in the hands of the shareholder when 
received, or in both, is a matter of fiscal policy as to 
which the factory mutual companies have nothing to say. We 
merely maintain that, so far as the factory mutual companies 


are concerned, the savings in expense of insurance secured 
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through the factory mutual system are not in the niture of tax- 
able profit or gain. It is not regarded as inequality of 
taxation when a joint-stock company having made a profit is 
duly taxed thereon, although another joint-stock company in 

the same business, which has made no profit, pays no tax. 
Ritiilarly there is no inequality of taxation, as between the 
factory mutual company and the joint-stock insurer, when the 
joint stock insurer pays income tax and excess pene tax 

and the factory mutual company is not taxed under these 


statutes. 


(c) Having regard to the provisions of the Act of Incor- 
porations and the by-laws of the factory mutual companies, 
which are printed on every policy issued by the factory mutual 
companies, it is plain that neither from a legal nor from an 
economic point of view can the repayment of the unabsorbed 
premium deposit be regarded as anything different from repay- 
Ment or moneys belonging to the: policyholder after the need 
for them has passed. Such repayment cannot be in any way 
assimilated to the distribution of earnings by a joint-stock 
company to its shareholder members. The factory mutual repay- 
ment of unabsorbed premium deposits is no different than the 
withdrawal by a customer of a chartered bank of moneys on 
deposit with that bank. Even the Income Tax Payers Assoc- 
iation would hardly regard the latter transaction as producing 
pe paxaple prorit. 

(ad; The use of the term "trade discount" and "patronage 
dividend" in this paragraph shows that it is intended to apply 
to merchandising co-operatives rather than to mutual fire 
insurance companies. In so far as it may conoern the factory 
mutual companies, the answer to this submission is found in 
the next preceding paragraph. 

(e) This paragraph is not applicable to the factory 


mutual companies, which confine their insurance business i? 
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strictly to their own members, 
Conclusion 


The factory mutual companies belong to a ‘free enterprise! 


and 'private initiative' systen, which has not looked to fo vern-= 


ments for assistance and which has never claimed or sought 
special privilege. They eauons to a competitive order of 
business which seeks to serve public needs in a special way 
which only their form of organization can provide. They seek 
no monopoly in any field of business nor do they seek to 
exclude the competition of other Muouere, reciorocal’s, joint 
stock companies or Lloyds. 

They are a non-agency system in that they employ no 
commission paid agents to solicit business nor adjust losses 
nor service their risks, but they do not depreciate the value 
Or-the services of the .commission paid agent in competitive 
organizations, both mutual and stock. All these competitors 
in the fire insurance business are useful to each other, as 
well as to the public, and all nust ‘live ana LEG Live Windia 
free enterprise survives. 

From this commission the factory mutuals ask only under- 
Standing and recognition of the Special character of the pur- 
pose, form and methods of these organizations, and that fair 
and equitable discrimination in taxation methods whieh such 
Character deserves. 

Respectfully submitted on behalf of Canadian members of 
the factory mutual fire insurance companies. 

Hovey T. Freeman 


Chairman, Legal Committee, Associated 
Factory Mutual Fire Insurance Companies 


- and - 


President, Manufacturers Mutual Fire 
Insurance Company 
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THE CHAIRMAN: Well, Mr. Parker and gentlemen, I thank 
you all for almcst getting under the wire on time, I under- 
stand you have arranged the question of argument? 

MR. PARKER: There is just one other question, prior 
oO. Unat, another brier I wanted to mention, It is a brie? 
filed by the King's Mutual Fire Insurance Company. I think 
it should be merely noted on the record that it is presented: 
there is no one here to suppert it, 

THE CHATRMAN: Is there a brief? 

MR, PARKER: It is just a statement in the form of a 
letter, with no intimation that they wish to appear, as I 


understand it. 


THE CHAIRMAN: They had better be called, to make default, 


then. 

THE REGISTRAR: Is the representative here of the Kingts 
Mutual Fire Insurance Company? 

THE CHAIRMAN: There is no-one present; it will be 
default. 

MR.PARKER: Now we come to the question of argument. 
Are these zentlemen prepared to state as to whether ney want 
to argue at all and, if so, when and where? 

MR. MASON: In discussing the matter, our view is that 
there should be argument but that, owing to the limitations 
of time, it would be probably desirable for the commission 
to direct that written argument be filed within a certain 
time, on the basis that there will be no question of reply, 
but merely one argument filed. Le LOGS “COOP TOUS, 
however, that the time should be sufficient to enable us to 
examine the evidence that has been taken, or at least some 
portion of it, so we can refer to the evidence. There is also 
this further consideration, that as the members of the 


commission are going to have other matters intervene, which 
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will necessarily eliminate from their minds a considerable 
part of what we have been discussing this week, and since I 
understand the members of the commission will be gathering 
very considerable data and information elsewhere, it may be 
thought desirable by you, Mr. Chairman, and your associates 
to have an oral argument at a subsequent time, when these 
matters can be refurbished in your minds and possibly. further 
explained. As to that we are in the hands of the commission. 

I can only say, speaking for my learned friends and my- 
self, that we will be glad to furnish written argument and 
later, if you and your associates so desire, we will be glad 
to make further submissions. 

iesnould bike bo eayusiso,, speaking for .my own clients, 
that if any question should arise on account of the particular 
matter of insurance, or if an interpretation should be desired 
in connection with any figures, or anything else, we shall 
be only too glad to make the Pees of Mr. Gerrish available 
to the commission at any time. 

THE CHAIRMAN: What date do you suggest for the filing 
of the written argument, then, Mr. Mason? Have you any 
idea as to that? 

MR. MASON: That depends on what your own convenience 
will be, Mre Chairman. 

THE CHAIRMAN: What do you suggest, Mr.Parker? 

MR. PARKER: It seems to me that if the gentlemen wish 
to have an oral argument, it is hardly necessary to present 
a written one first. 

THE CHATRMAN: I understand Mr. Mason's idea tu be that 
the written argument will be submitted, and if the commissim 
requires further oral argument it will ask for it and notify 
them aosordingly. Is that it? 


MR. MASON: Yes, Mr. Chairman. 
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MR. PARKER: They are not specifically asking for both, 
thens As to the question of time, certainly it will-be some 
weeks before the commission will be sitting down to discuss 
these matters. 

THE CHAIRMAN: Within a month's time? 

MR» MASON: I was going to suggest that, whenever you 
hope to arrive at a time when you will have an opportunity 
to discuss the briefs, they should be there; but there is no 
great purpose to be served in filing them and just letting 
them lie on the desk. 

THE CHAIRMAN: I feel safe in saying that if they are 
filed in a monthts time they will not lie around very long. 

MR. MANN: Should we say Rane Le 

THE CHAIRMAN: Yes, that would be convenient, I think. 

MR. PARKER: Then I think that concludes everything we 
have for this week. 

THE CHATRMAN: All I can say, gentlemen, is that it has 
been an interesting week, and I am sorry we had to do a little 
rushing at the end. 

The Commission adjourned, to meet on Monday, April 
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Ottawa, Ontario, 
Monday, April 23, 1945 


The Commission met BG LO eems 


THE CHAIRMAN: What is the order of business to-day, 
Mr ,Parker? 

MR. PARKER: This week has been set asidc for the 
consideration of the grain question, There have been filed 


with us six briefs, one of which is perhaps 'a sort of three 


in one , There are two supplements attached to it but they 
Gan be treated, I think, as one. They consist of the three 
pools ~—- Manitoba, Saskatchewan and Alberta-- and the 


United Grain GrOWers Limited, Northwest Line Elevator, 
representing interests somewhat in opposition to the pools, 
and the Canadaian Millers' Association. | 

I have been talking to counsel and I think it is under 
stood pretty generaliy that the pools, so called, will be 
heard Pirst;\.and of the three, I suggest that we proceed 
with Saskatchewan, Ordinarily, but for what happened this 
morning, the procedure would be as TI have stated. But 
the Canadian Millers't Association's appointments are such 
that they have asked permission to come «Second, following 
SaskatcheWan. I do not know how long Saskatchewan will 
take, but subject ‘to your approval, Mr. Chairman, I suggest 
that the Conadian Millerst Association might be allowed 
to be sandwiched in between the Saskatchewan pool and Manitoba, 
unless that greatly inconveniences some other counsel. 
My only object is to accommodate counsel as best I can. 
I offer that suggestion unless there is Opposition, 

THE CHAIRMAN: I think Mr. Milliken has the right of 
way by virtue of having filed his brief when he did and the 


fact that he has been so long with us. 
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MR. PARKER: He is all prepared and I think it would 
be unfair to ask -him to wait. 

THH CHATRMAN: Is there any objection? 

MR.» SCARTH: I do not know just how long Mr. Hewardts 
presentation will take. 

THE CHAIRMAN: It is on his assurance that the brief 
is short and will not take up much time that the suggestion 
has been offered, 

MRe SCARTH: It was understood that Saskatchewan would 
be taken firstand then Alberta and Manitoba and we are 
bringing our witnesses down accordingly. That is the only 
point. If their brief is not very long I do not suppose 
Lt matters. 

THE CHAIRMAN: How long do you think you will be, Mr. 
Milliken? 

MR. HEWARD: May I say, Mr. Chairman, that we have only 
One Witness, Mr... Short, The brief coverS twenty-two pages, 

THE CHATRMAN: We have found on occasion that one 
Witness can be quite long. 

MR. HEWARD: I should not anticipate that it would take 
more than an hour or an hour and a half. However, your 
lordship has more experience as to the length of time the 
average brief takes. i can assure the commission that 
our case will be very short. We were told to be here on the 
eerd to arrange for a hearing. I was hoping to be able 
to go on first so that we could get away but that was not 
possible, and failing that I hoped that we would come on 
second, if that were agreeable to the commission and to 
other counsel. 

THE CHAIRMAN: How long do you think you will be, Mr. 
Milliken? 


MR. MILLIKEN: The whole difficulty is that I do not 
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know what other counsel will Say oO my client: 

THE CHAIRMAN: The expression which Mr. Parker used 
was, I believe, that they are "somewhat in Opposition", 

MR. MILLIKEN: I think I can say fairly definitely that 
it will be about two days, though certainly I will not be 
two days. I have a brief twice as long as Mr. Heward'ts, 
so that I think he is rather optimistic in assuming that 
he will be through in an hour, 

THE CHAIRMAN: Do I understand that the Saskatchewan 
brief will come first and Mr. Heward's elients second? 

MR. PARKER: Yes; and there may be some Question as 
between Alberta and Manitoba, The Alberta brief has only 
recently been filed and I do not know how much time you 
gentlemen have had for its perusal, I think it is desirable 
that an opportunity be given for that to be done. 

THE CHATITMAN: I am sure Mr. Porter and Mr. Searth can 
agfee on that. 

MR. PARKER: I should think so, especially if it takes 
two days for Mr. Milliken to present his case, Lf, that 
is understood, so that there will be no misapprehernsion:. 

On the part of counsel, the order will be : Saskatchewan 
and then the Camdian Millers, leaving still uncertain 
the question whether Mantioba or Alberta will come next. 

MR. SCARTH: We will arrange that between ourselves, 

MR. PARKER: Very well. Subject to the approval of the 
commission, following that there will be the United Grain 
Growers, the Northwest Line Elevators.coming next. Unless 
someone has an objection, that will be the order, Without 
any further preliminaries, therefore, I suggest that we 
proceed with the Saskatchewan brief. I call on Mr. Milliken. 


SASKATCHEWAN COOPERATIVE PRODUCERS  ZIMITED 


MR. MILLIKEN: I propose to have Mr. Wesson, the 
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president ° Saskatchewan Cooperative Producers Limited, 
g0 on the stand, be sworn as a witness, read the brief 
and be open for cposs-examination. 

May I say, Mr. Chairman, we have bdéen accustomed for 
twenty years, both those who might be opposed to us and 
the cooperative group itself, to call Saskatchewan Cooper- 
ative Producers Limited the Saskatchewan Wheat Pool, and 
you will repeatedly find both Mr. Wesson and myself -- [ 
am afraid [ shall be guilty of the same offence --using 
the expression "Saskatchewan Wheat Pocl" or "the wheat pool" 
when we mean Saskatchewan Cooperative Producers Limited, . 
formerly called Saskatchewan Cooperative Wheat Producers 
Limited, but at the last session of the legislature having 
its name changed to Saskatchewan Cooperative Producers 
Limited, 

Ltvoceurred to me that, as the grain business is entirely 
new to a great many of you, I might just for a few minutes 
quickly run over the history of its development. Having 
been born on a farm in Manitoba and having lived there until 
I was nineteen, I have some personal recollection of the 
early days of grain-growing in Manitoba and of the aiffi- 
culties in developing an organization, no matter how that 
development came about, from nothing into the huge proportions 
which the grain business came to assume in the west in a Very 
Short time. 

Originally the Railway Act provided that the railway 
company should furnish warehouse facilities to take care 
of commodities shipped on the railways. That was an enormous 
undertaking in connection with grain, particularly as grain 
growing developed in the west., ard the railway companies 
conceived the idea of erecting terminals, but n t country 
elevators, and gave what was regarded as a monopoly to any 


elevator company that would erect an elevator at a shipping 
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point. If it erected a certain type of clevator the railway 
said, "We will allow nw one else to get cars to ship grain 
from that point. I am talking about the nineties. That 
caused a great deal of, I will not say hardship, but certainly 
unrest among the graingzewers because they could not get cars 
to ship whcat, and the first grain commission was appointed 
in 1897 to investigate the problen. If you will allow 

a personal reference, the farmer representative on that 
commission was my uncle. That commission recommended 
loading platforms and the farmers got cars and a car order 
book. That was at the turn of the century. 

So much grain was grown in Manitoba that it was 
described as Manitoba grain and not Canadian; and as a 
matter of fact, in Yurope they call our wheat Manitobas 
because Our grades oripinelly were. all Manitoba, and not 
Canadian or Northern as they are now called, The Manitoba 
Grain Act was passed in 1901, the first act, and about 1906 
the farmers organized a commission grain firm, the parent 
of the present United Grain Growers, They organized 
that commission grain firm to save money in commission on 
Pheipaie of Brains It is ancient history now and there is 
no use bringing before you the troubles that organization 
ran into. 

By 1911 the provincial sovernments of the west decided 
that they would encourage the development of cooperative 
or farmer-owned elevators. In Saskatchewan the Saskatchewan 
Klecator Company was incorporated and the farmers would fo m 
a local at a shipping point and put up fifteen per cent 
of the purchase price, the government advancing the other 
eighty-five per cent. In Alberta and Manitoba there were 
Similar companies. The United Grain Growers is the salesman 


of the Manifioba and Alberta companies. You will be hearing 
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much more about this from them later on, Following the 
conclusion of the last war the wheat beard was set up for one 
year -- that was in 1919-20 -~ to market all wheat. 

That was so successful, largely because of price, 
that the farmers insisted that the board be continued, and 
it was not until 1923 that they abandoned the hope of having 
it carried on through the dominion government continuing the 
wheat board. There was certain legislation, but we will 
ignore ite In 1923 the farmers decided, in consequence 
of this, to form a wheat pool. That is to say, they would 
get as many farmers ag they could to sign a contract to 
market their wheat through one organization. The wheat board 
had handled all the wheat in 1919-20, and the farmers, 
as I say, formed this organization, stipulating that if 
they did not get fifty per cent of all the acreage of the 
province signed into the ppol they would not operate. 

That briefly is the history of the business showing 


where the wheat pools came into the picture in the handling 


of grains 
In connection with grain handled in bulk -- that Les 
the grain is not bagged -- there ig 4 very elaborate government 


system of inspection, weighing and erading. The government 
inspect the wheat and weigh it into the terminals and then 
inspect the wheat out of the terminals, issuing certificates 
for it, and our wheat is sold on a final certificate all 
over the world. it is an excellent system of handling 
wheat, but it naturally involes the fact that no one's wheat 
can be kept identified because it goes in bulk into the 
terminals and all that is undertaken with respect to it 

is to give a man wheat of the same grade and quantity 

as the government declare his wheat was. 


Roughly, that is the background of the wheat Situation 
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Into that picture in 1923 came the three wheat pools pat Were 
wheat. They had a five-year contract which expired with the 
1927 crop and another five-year contract which would expire 
five years later. In 1931, as you will find from the briefs 
that are being Submitted, they released their growers from 
the obligation of delivering more wheat under that contract. 
They were compelled by the contract to deliver all wheat 

and from that time on that type of pool has not Operated. 
That is the main point. Any pools that have “operated from 
that time until now have been yoluntary. |. A farmer would 
come forward and volunteer to deliver wheat and he was not 
under a binding contract, I hope I have not confused you 


with the explanation I have Siven. 


JOHN H. WESSON, 


a Witness being called and duly 
Sworn, testified as follows: 0 


BY MR. MILLIKEN: 

Q- From the time you came to Canada in 1907, until you 
became president of Saskatchewan Cooperative Producers Limited 
in 1937 -- that was the time, was it not? 

Aa Less LOM s 

Q- You had farmed where? Ae Maidstone, Saskatchewan. 

Qe You have been a director of easkatchewan Cooperative 
Producers Limited ever since the Organization began to do 
business in 1924? Ae WNGG is Light 

Q. Elected each year as a director? Ae YOS 


Qe Since 1937 you have been president of the organization? 


Qs» You were also for a number of Years Prior Toe 19057 
on the executive? A. Yess 
Q- How many years? ‘A. From 1926, 


Qe The brief you are going to read was prepared by the 
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officials of your organization. Was it submitted to anyone 
for approval? A. The full board of directors, 
Q» And they approved of the brief you are submitting? 
A. Yes. 
Q» Will you please read it? A. The brief is: as 
follows: 

"The Saskatchewan Oooperative Produters Limited is 
an association of more than 100,000 farmers interested in 
the cooperative marketing of grain and livestock in 
Saskatchewan. 

"There are a number of subsidiariss which together 
with the parent association are usually referred to as the 
pool organization. The subsidiaries are: 

"Se skatchewan Pool Elevators Limited, 
saskatchewan Pool Terminals Limited 
Saskatchewan Wheat Pool Construction 

Company Limited 
Modern Press Limited 
Saskatchewan Cooperative Livestock 
Producers Limited 

"Originally the name of the parent association was 
‘Saskatchewan Cooperative Wheat Producers Limited. On April 
1, 1944, by acts of the Saskatchewan Legislature, the 
name was changed to Saskatchewan cooperative Producers 
Limited, and provision was made for the operation of 
Saskatchewan Cooperative Livestock Producers Limited as 
a subsidiary of the parent association. 

wrOr purposes of simplification, the, less] title of the 
parent association is not used in this submission. Instead 
the terms *Saskatchewan Wheat Pool® and "heat Poolt 
are used to designate the pool organization, 

"Toore are approximately 1,200 shipping points in 
saskatchewan. Of this number 1,125 are served by 
elevators and the remaining 75 are served by loading 
platforms. 


"The pool organization owns and operates 1,129 country 


- 
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elevators in Saskatchewan located at 1,046 shipping 
points, At 83 shipping points the organization operates 
two elevators and at 188 points operates one or more 
elevators without competition. There are only 79 points 
in the province served by elevator facilities where 
there is no pool elevator. 

"Attached to this submission is a map of Sask- 
atchewan showing the location of pool elevators. Each 
red symbol represents a pool elevator." 

MRe MILLIKEN: I believe that is true only of halt 

a dozen copies with which the commission wag presented. 

No one else has that exhibit attached. 
THE CHATRMAN;: Are these elevators all on railway 

Lines? 
THE WITNESS: Noe We have two off the railway lines. 

One is in the extreme northwest at Good Soil and another 

at a place the name of which I have forgotten for the moment. 
THE CHAIRMAN: What transportation facilities are there? 
THE WITNESS: Truck to St. Walburg and Meadow Lake. 


Submission of Saskatchewan Cooperative Producers Limited 
and its subsidiaries to Commission on Taxation of Co- 


Operatives - 1945 


"(1) Western Canada, and particularly that semi-arid 


portion of Saskatchewan that lies within the Palliser 
Triangle, has long been recognized as the area in which 
is grown the world's best bread wheat. Because of the 
semi-arid climate, wheat growing is a very hazardous 
undertaking. 

"The price the grower receives for the wheat he 
sells is of vital importance to him. Any saving in the 
cost of handling and marketing is directly reflected 
in the final price received. Therefore constant effort 


on the part of the farmer has been directed toward 
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reducing both production and marketing costs. 

"For example, the use of the harvester combine has 
Saved millions of dollars in labour and time when compared 
with older harvesting methods. Likewise storage and hand- 
ling facilities ereeted beside rail and water have been 
essential to the economic handling of grain. Ownership 
of the combine by the individual farmer has had the same 
effect as collective ownership of grain handling facilities, 
Both have increased the return received by the farmer, 

"(2) The Report of the Royal Grain Inquiry Commissionen 
appointed in May 1923, of which the Hon. Mr. Justice 
WeF.A. Turgeon was chairman, points out that"between the 


year 1897 and the outbreak of the great war in 1914 thirteen 


investigations into various departments of the grain trade 
were held by royal commissions, in some cases app ointed 
by federal and in other cases by provincial authority. 
All of these investigations were prompted by complaints 
emanating from the producers of grain and they all resulted 
in the bringing about of at least some beneficial changes 
in the conditions complained of." The report. points ont 
that since 1914 no general investigation of the grain 
trade had been held, while the trade itself hed expanded 
and developed with great rapidity. ‘In the meantime the 
complaints of the producers have become more specific 
and their demands for better conditions more and more 
insistent and more and more extensive, reaching, as they 
do now, far beyond the local questions which at one time 
engaged their attention in each province,’ 

“Largely because of conditions similar to those 
referred to in the Turgeon Report, about the year 1910 the 
governments of Manitoba, Saskatchewan and Alborta under- 


took to encourage the formation and Operation of farmers’ 


ai aecdaiowne gators Rees ade es be 
eth Redland t EAS wediel: ee 
ee Ree | sts : 


Bitte sao SN ain eS 


+Ey 


bbe ae 1s ne 


al RY 


at é 


q ee : 
> oe r 


Are 
Ses BE 


ae 


—-6614- Mr. Wesson 


cooperative elevator companies, in an effort to eliminate 
some of the unsatisfactory conditions existing in the 
grain business, 

Saskatchewan Cooperative Elevator Company Limited 

(3) In 1911 the Saskatchewan Cooperative Elevator 
Company Limited was incorporated by act of the Saskatchewan 
Legislature. (See Chapter 39, S. of S., 1911.) 

"This company was given authority to form local 
associations at grain shipping points when the members 
had subscribed panel 6 cent local capital to pay for an 
elevator and had paid up fifteen per cent of the total 
subscribed. The government agreed to furnish the other 
eighty~five per cent of the capital by way of a loan. 

"This new company grew and prospered financially 
until, by 1926, it owned and operated approximately 450 
country elevators in Saskatchewan, two terminal elevators 
at Port Arthur, Ontario, and a transfer elevator at 
Buffalo, New York. In that year the Saskatchewan Co- 
operative Elevator Company disposed of its entire holdings 
to the Saskatchewan Wheat Pool, 

"(4) The Saskatchewan Cooperative Elevator Company 
operated on a basis entirely different to the principle 
adopted by the Saskatchewan Wheat Pool. Any operating 
Surplus of the Saskatchewan Cooperative Elevator Company 
was retained within the Company, or distributed to tue 
Shareholders as dividends on share capital on.the basis 
of the number of shares held rather than on the volume 
of grain delivered by the shareholder, The Saskatchewan 
Wheat Pool, on the other hand, distributes the last portion 
of its savings back to its member patrons on the basis 
of the volume of grain delivered as a refund of excess 


handling charges. (Up to July 31, 1944, in excess of 


Tein (8h 
eH: 
Ay ahcae aes Ae 


wale ov theheigaed ws 


° 


ae * “ibe #e 


Hee eu tes Lr 


te 
art 
as 


-6615- Mr. Wesson 


$11,000,000 had been paid back to growers in this way e) 
"Although the Saskatchewan Cooperative Elevator 
Company had authority in its charter to distribute surplus 
earnings back to the growers in relation to the volume 
of business rather than on the basis of share capital 

it did not avail itself ot that power. 

Rd De) Dissatisfaction developed among the farmer 
shareholders of the Saskatchewan Cooperative Elevator 
Company, partly because the shareholders who delivered 
grain to the company's facilities received no greater 
reward than those who did not, and partly because the 
farmers generally came to the conclusion that many of 
their marketing difficulties centred around the specu- 
lative system which was inherent in the futures market 
of the Winnipeg Grain Exchange, an institution which was 
accepted by the Saskatchewan Cooperative Elevator Company 
as a part of the necessary machinery of marketing grain. 

"In spite of the fact that the Saskatchewan Co- 
Operative Hlevator Company was an outstanding success 
financially, it did not meet the needs of the farmers 
of Saskatchewan. The farmers did not want just another 
elevator company, they wanted an elevator system in which 
the fruits of cooperative marketing would be reflected 
in the returns they received for the products of their 
TaArms, 

Organization of Wheat Pool 

"(6) The successful operation of the Canadian Wheat 

Board, which marketed the 1919 wheat crop without 
the aid of the futures market, convinced farmers genera- 
lly that the futures ene profited the speculator 
more than the farmer. Therefore the\ organized farmers 


of the three prairie provinces made an insistent demand for 
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continuance of the wheat board. It was not until 1923 
that they gave up hope of government action. 

"The next move of the organized farmers was to create 
a cooperative substitute by setting up in each of the three 
prairie provinces grain marketing organizations of their 
own, known as wheat pools. 

"Since the new organization did not have the compul- 
sory powers of the Canadian Wheat Board, it was —s" 

The word "considered" should be added after "was", 
"+-it was considered necessary to have deliveries under 
contract to ensure a sufficient volume of grain. The 
minimum objective of the cooperative, therefore, was to 
secure contracts from farmers, covering at least fifty 
per cent of the acreage seeded to wheat, under whish they 
agreed to deliver all the marketable wheat which they owned, 
produced or acquired for a specified period of years. 

"{7) In August, 1923, the Saskatchewan Wheat Pool 
was incorporated. It was organized as a cooperative 
association under the provisions of the Saskatchewan 
Companies Act, there being no other way at that time by 
Which it could be organized. Its capital stock was set 
at 100,000 shares of a par value of $1 each. Later its 
capital stock was increased to 200,000 shares, 

"The pool was forbidden by its memorandum of associa~ 
tion to pay dividends on its capital stock and was set up 
with the avowed intention of operating on a non-profit basis. 
Its articles of association, or by-laws, provided that no 
one could hold more than one share and anyone could become 
a Shareholder provided he was concerned in the production 
of grain in the province of Saskatchewan. 

"The association's powers included the right to market 
grain and to operate and own warehousing facilities for 
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"(8) The objertive of the wheat pools was set out 
clearly in the charter of their combined selling agency; 
"t(a) To serve as a selling agency 
On a non-profit basis for the Alberta 
Cooperative Wheat Producers Limited, 
Saskatchewan Cooperative Wheat Producers 
Limited and Manitoba Cooperative Wheat 
Producers Limited, and each of them, and 
their, and each of their shareholders and 
their members. 
"t(b) To be an agricultural organization 
instituted for the purpose of mutual 
help; to serve as the central marketing 
association for the corporations and. 
persons mentioned in section (a) hereof 
but for no others; to improve methods and 
reduce costs of marketing grain; to reduce 
speculation, manipulation and waste and all 
unnecessary transactions in such marketing; 
to increase consumption, build up new mark- 
ets.and develop new uses for grain; to market 
same directly and with regularity so as to 
furnish it economically to the users there- 
Ol eh ee cat 
MR. MILLIKEN: So that there will be no misunderstanding, 
may I point this out. Paragraph (b) says they were t9 
market grain for the three organizations and no others. 
Some years later that was amended to enable them to market, 
and they did market, grain for a like wheat pool in the 
province of Ontario, 

"Undoubtedly one of the main purposes of the new 
organization was to realize a greater return to the farmer 
from the sale of his grain. This, it was belie ved, could 
be brought about partly by savings which could be effected 
through volume handled, and partly by the advantage which 
would be gained from cooperative marketing as contrasted 
with growers competing with each other in the market. 

"The large percenrage of western Canadats wheat crop 
has always had to find an export market, 

tIn the years prior to 1941 the farmer delivered the 
greater part of his grain during a three months period 


following harvest, while the buyers spread their purchases 
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throughout the twelve months of the year. The farmers 
believed that an organization, marketing their wheat 
cooperatively, could take delivery in the normal way and 
could spread its sales throughout the entire crop season 
to the advantage of all. In these early years the question 
of income tax was not a factor in the economic welfare 

of the average farmer, 

"(9) In March, 1924, an act of the Saskatchewan 
Legislature was passed confirming the earlier incorpor- 
ation. (See Chapter 66, S. Ser ote 1924) 

"Prom the inception of the organization, until tke 
year 1932, no application for a share was accepted unless 
the applicant also signed an agreement to market all his 
wheat through the agency of the rail ret This agree= 
ment provided for the association marketing such wheat 
as agent for the grower, 

"As already indicated, the agreement was to be of no 
effect until one-half of the wheat acreage of Saskatchewan 
was under contract. 

"The agreement also made provision-for the association 
making an advance to the grower at the time of delivery, 
and for paying the balance of the price realized from the 
sale of the grain delivered to it in any one year as soon 
as that year's crop had all been sold. Every grower deliver- 
ing grain of the same grade was to receive the same price. 
In other words, the proceeds of the grain were pooled. 

"Provision was also made in the agreement for de- 
ducting from the sale price of grain the actual cost of 
operation and two sums known as elevator deductions and 
commercial reserve deductions. 

"(10) At the time the Saskatchewan WheatP ool start- 


ed business in 1924 it has approximately 47,000 members. 
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By the end of the first contract period, July 31, 1928, 


shares had been allotted to 92,866 members. At the present 


time the organization has a membership in excess of 100,000. 


MULL) The Shareholders of the association, being 
more than 100,000 in number, cannot meet in a body to dis- 
cuss the business of the association. 

"Provision is made in the act of incorporatim and 
the articles of association for an annual election of 
Shareholders't representatives, to be known as delegates. 


(See Act of Incorporation, sec, 4, sub-sec. pp and ad, 


and chap. 66. S. of S., 1924.) (See Article. of Association 


ak to 704) 

"The delegates to all intents and purposes are the 
Shareholders for the purpose of general meetings of the 
association. (See Act of Incorporation 4 Pp. 4q.) 

"For purposes of administration of the Pool organi- 
zation, the province has been divided into 16 districts 
and each idstrict is divided into ten sub-districts. 

"*tNote: Due to a shift of population, 
development of new areas and Other 
causes, five districts have been re- 
vised and now contain eleven sub- 
districts.'" 

That is in the north part of the province, 

"Annually the shareholders residing. in each suba 
district exer ise the right to nominate candidates 


from among their members for the purpose of electing a4 


delegate. The articles provide that any six pool members 


Within a subdistrict may nominate a candfate for the office 


of delegate by signing a nomination form which is readily 
available. If more than one Candidate is nominated an 
election is held, 

"Ballots are mailed out to all Shareholders in the 


sub-districts in which elections are held. The ballots 
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are marked by the shareholders and returned by mail toa 
returning officer who is not connected with the organiza- 
tion. 

"Delegates elected hold office for a period of twelve 
months. 

"Following the election, the ten or eleven delegates 
elected for each district hold a district meeting and elect 
one of their number as director for their district. 

The director holds office for one yeare 

"It should be noted that a wheat pool director must 
first of all be elected as a delegate by the growers in 
the sub-district in which he resides, Thereafter he must 
be elected by a majority of the other delegates in the 
district in which his sub-district is located. This 
applies to the president and vice-president of the organi- 
zation as well as to the other directors, 

"Since directors are elected for only one year ata 
time, this method of election guarantces that control 
of the association at all times is in the hands of the 
membersSe 

"(12). The 165 delegates, during their term of 
office, perform all the customary duties of Shareholders 
by attending and voting at the annual or any other general 
meeting of the association. They also meet in district 
meetings whenever occasion warrants. To all such annual 
and district meetings their expenses are paid, as well as 
a per diem allowance for the time so spent. 

"By making it possible for the shareholders to elect 
representatives, and in turn by providing the funds to 
enable those representatives to be present at all general 
| meetings, the association has provided the machinery by 


which control of the organization by the entire shareholder 
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body is a reality. 

"(13} In addition to allotting a $1 share to each 
shareholder, the wheat pool placed to his eredit the cE E 
amount deducted from the proceeds of his grain for eleva- 
tor and commercial reserve deductions, (See Paragraphs 
¥, 9 and 25.) 

"As a safeguard to keeping the deductions in the hands 
of members, the company had an amendment passed to its act 
of incorporation in the year 1929 which gave it absolute 
control over their transfer. (See Chap. Og al OL ieee, 
1928-1929.) In accordance with the authority given to 
the company by this amendment, a resolution has been passed 
to the effect that no tramsfer of any deductions will be 
recognized unless such transfer is to another shareholder 
of the company. In this way it is impossible for the 
interests of shareholders in the association or its 
subsidiaries to get into the hands of outsiders. 

"(14) As a result of the disastrous erop in the 
price of wheat in 1930, following the stock market crash 
of 1929, the growers found it impossible to deliver wheat 
and accept the small initial payment which the pool could 
pay by reasonof the low market price. In the case of some 
low grades of wheat, the market price was barely suffi- 
clent to pay the freight and handling charges on these 
grades, Hence, in September, 1931, the association released 
all its members from their obligation to deliver their grain 
to be sold on a pooling basis. Instead it undertook to 
accept wheat delivered voluntarily to be marketed under a 
pooling syste. It has continued to follow this policy 
ever since except during years that the Canadian Wheat 
Board has been performing that function,” 

MR. MILLIKEN: You will note, Mr. Chairman, that the 


two last words in that sentence “in existence* has been deleted 
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and the words “performing that function" substituted for then. 
It might be more satisfactory for your commission if we were 
to explain what we mean by saying “except during years that the 
Canadian wheat board has been performing that function." 
The wheat board was set up in 1935 and is still handling 
grain but in 1939 it was not allowed to take more than 5,000 
bushels from any one grower. In 1939 a voluntary pool was set 
up, and that is why the words here have had to be changed. 
In 1959 there was some voluntary pooling of wheat done by 
Mr. Wesson's organization and some other organizations out- 
Side the wheat pool. 
THE WITNESS: The brief continues: 

ieeeeauelowan Pool Hlevatore Limited 

"(15) In order to handle its memberst grain the 
association was obliged to make arrangements with all exist- 
ing elevator companies. Its experience in this connection 
resulted in a determination on the part of the growers 
to own and operate their own elevator facilities. This 
was done in the following manner: 

"As we have already noted (paragraph 9), under the 
terms of the agency agreement, whereby the grower appoint- 
ed the association his agent for the marketing of his 
wheat, provision was made for the association to deduct 
two cents per bushel from the sale of all wheat delivered 
to it. This money was specifically earmarked by the 
terms of the agreement for the purpose of acquiring 
grain elevator facilities, and deductions of approximately 
$12,188,000 were withheld from the prooeeds of the grain — 
delivered by its shareholders in the crop years 1924 to 
Lve25 both inclusive. 

"By the agency agreement the money might be used to 


acquire grain elevator facilities which could be operated 
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as a department of the association, or it could be used 

to set up an elevator company as a separate legal entity. 
The association chose the latter method and in February, 
1925, an elevator company, known as Saskatchewan Pool Ele- 
vators Limited, was incorporated under the provisions of the 
saskatchewan Companies Act. This company originally had 
an authorized capital of 10,000 shares of $10 each, but 

this was increased from time to time until it reached 
1,900,000 shares, 

"(16) The Elevator Company, while incorporated under 
the Company law of Saskatchewan, was always intended to be 
& non-profit organization. Page 5 of the first annual repo- 
rt of the directors, 1925, reads in part as follows: 

ONTy is the Opinion or the board 
that these elevators should be operated 
On a non-profit basis and the necessary 
arrangements are under consideration 
at the present time.' 
Also page 9 of the second annual report of the directors, 
1926, reads in part as follows: 
"'It was not the intention, when -incorpor- 
ating a subsidiary company for the purpose 
of operating elevators for the pool,” to modify 
in any way the non-profit principle upon which 
the pool was organized. Owing to the necessity 
of, operating on. a fixed tariff jin orger to 
maintain a basis for costs, comparison and 
control, surpluses in the form of excess char- 
ges are unavoidable.' 

"(17) The total amount of the elevator deductions, 
to which referenee has already been made, was invested 
in the stock of Saskatchewan Pool Elevators Limited. 

WRIT of the sheres in the stibsidiary, with) tie 
exception of sixteen qualifying shares in the name of the 
directors of the wheat pool, are held by the parent 
association . Thus the ostensible shareholders of the 


elevator Company are the sixteen directors of the wheat 


pool and the wheat pool itself. In reality the shares 
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of the elevator Company are the property of those members 
of the wheat pool who have an interest in the elevator 
deductions. The nea pool has always treated this 
investment as a trust held on behalf of its shareholder 
members. | | 

"The sixteen directors of the wheat pool are also 
the directors of the elevator company, and provisica 
is made that whenever a director of the parent association 
retires from office the share in the subsidiary which he 
holds in trust passes to his successor. 

As the directors of the wheat pool are elected by the 
individual pool members, by a method which has already 
been referred to (paragraph 11), and since the directors 
of the wheat pool are also the directors of the elevator 
company, the control of pool elevators at all times 
io it vole hands of the members of the wheat pool. 

"(18) From the inception of Saskatchewan Pool 
Elevators Limited the association was obliged, bu the terms 
of the Canada Grain Act, to operate its elevators as 
public elevators if they were situated at single elevator 
points, This meant that the association had to accept any 
grain offered to it at such points without discrimination, 

"Due to certain difficulties contingent upon the 
operation of elevators, some as private and others as 
public, the association adopted the course of operating 
its entire system as public elevators. Therefore it had 
to accept, without discrimination, grain offered to it from 
both members and non-members at every elevator. In spite 
of this less than ten per cent of its total husiness is 
done with non-members. 

"(19) The Elevator Company commenced operations in 


September, 1925, on the announced policy of operating on a 
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non-profit hasis, - a policy from which it has never varied.e 
It undertook to do so by making a fixed charge for the 
services rendered at the time of delivery, and by refunding 
any surplus after the close of the fiseal year. 

"There was deducted from the gross returns the cost 
of operation, an amount sufficient to enable the wheat pool 
to pay six per cent interest to its members from whom it 
had received the elevator deductions, and also such sum 
as the directors might deem requisite as a reserve. The 
balance was to be paid by way of a refund of excess charges. 
Interest was paid on the elevator deductions at the rate 
Oricix per cent up to the year 1950, Beginning with the 
year 1931, up to ond including the year 1942, no interest 
was paid. For the years 1943 and 1944 interest has been 
declared at the rate of 3 per cent, 

"(20) The Elevator Company in each and every year of 
its operations, when surpluses have been available, has 


declared a refund of excess charges as follows: 


1926 $476 ,614,09 
1927 Pyelo sel ee 
1928 1,450,791.98 
1929 985,990 637 
1930 746,118.10 
1931 552,521.60 
1932 os 

1933 714,030.419 
1934 348 5153.21 
1935 171,090.20 
1936 152 y76e07 
1937 179,645.46 
1938 - 

1939 - 

1940 500 , 000.00 
1941 900,000.00 
1942 1,030,000.00 
1943 1,800 ,000 .00 


Total refunds declared 


$11,359 ,669-30." 


THE WITNESS: May I stop reading for a moment to add 
Something here? This deals with 1943, It is now 1945 


and the 1944 year ended at the end of July laste Our 
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Surplus earnings, after paying three per cent interest for 
distribution, amounted -- I have given the approximate 
figure -- to $5,877,000. It represented an estimated 
allocation, on the basis of estimated bushels delivered 
by members against non-pools, of four and three-quarter 
cents a bushel on wheat and flax and four and one-quarter 
for oats, barley and rye, and we are now in process of 
allocating this amount on everything to each member on the 
basis of bushels delivered, subject to this whole question 
of income tax being settled. 

MR. MILLIKEN: You are referring to the year ended July, 
1944° 

THE WITNESS: Yes. I want to put that in the record because 
we were not in a position, when this was drafted, to deal 
with the question. 

"(21) Refunds of excess charges are paid to members 
only, and, with the exception of the years 1932 to 1938, 
were distributed on the basis of the volume of business 
each member had done with the company during the previous 
twelve months. 

"The surplus for the years 1952 to 1958 was distribute 
ed-on the basis of the volume of business done for that 
period rather than for each twelve months’ period, 

"These refunds, being in the nature of a bonus, 
the company paid them for a number of years without 
any special provision in either its memorandum 
or article of association authorizing it to do sow A 
question arose as to whether or not it should have in its 
articles of association authority to make such distri- 
bution, and accordingly in November, 1931, the company 


inserted in its articles of association the following: 
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""Notwithstanding anything contained in this 
article, any part of the profits or Surplus earnings 
of the company may be paid or credited to the members 
of the company, its patrons, classes of. its patrons, 
or such members of Saskatchewan Cooperative Wheat pro- 
ducers Limited as deliver grain to the company in 
proportion to the amount of grain delivered by any 
such group or groups to the company during such 
a period of time as the company may from time to time 
determine. Provided, for the purposes of this section, 
grain handled by different methods may be placed in 
separate classes, and each class may receive a different 
amount of such profits or surplus earnings, which shall 
be divided among those who have delivered grain of that 
class as above provided,! 

"(22) In making these payments the elevator company 
has always treated them as a refund of excess charges. 
Accordingly different amounts have been paid for different 
grains. For example, a different refund has been paid to 
those delivering wheat compared to those delivering 
OatSe Also a different amount has been paid to those 
who delivered grain to the company's terminals only as 
compared to those who used both the country and terminal 
facilities. The amount refunded has been related to the 
Surplus arising from the various grains handled during 
the period in question and to the different methods of 
handling them, 

"It has been ncted that the elevator deductions were 
invested in the stock of Saskatchewan Pool Elevators 
Limited in the name of the Wheat Pool, 

"In order to keep the ownership of both the elevator 


and commercial reserve deductions in the control of active 
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members, the elevator company for years past paid only 
part of the refund of excess charges in cash. The 
remainder has been used to purchase elevator and commer- 
cial reserve deductions which have been placed to the 
credit of the patron member in lieu of cash, 

"In acquiring deductions for this purpose, the ele- 
vator company has been purchasing them from the following 
holders thereof: 

"t(a) Estates of deceased members; 


"t(b) Members who have ceased farming or 
have become totally disabled; and 


"t(c) Members who are 65 years of age or 
over. 


"In every case, if the member selling has ceased 
to farm and has no further interest in the marketing of 
grain, he has been urged to dispose of his #1 share 
that it may be transferred to a new member, Approxiately 
one-sixth of the total deductions has thus been transfer- 
red to his hands of active members, 

"(25)) She polioy of making a fixed charge for 
services rendered at the time of delivery, and refunding 
any surplus after the close of the fiscal year, has been 
followed consistently by the elevator company. 

"At the same time the company has been an important 
factor in securing reductions in handling and storage 
charges. For example, under the original contract with 
the line elevavor companies for the handling of pool 
wheat, the handling charge for street wheat was Slightly 
over five cents per bushel for the three top grades and 
Slightly over six cents per bushel on all lower grades, 

"Largely at the insistence of this organization 
in cooperation with similar organizations in Manitoba 


and Alberta, there has been a progressive lowering of 


 t “Tt 
t 


Se OHEEN SE: § raid ‘ek ont ‘aut! pat 
ri ee 
aun rob" uate Sky, 


. 4 


i? ‘hii Seb eay o 


ue 
= 
%, 
’ 
ms 
om 
aS 
ee 
f 
et 
i 


: . oe) Bis : : . ay Le eree é i 
: : ihe Eitaeo By i] e pie. Af ss pete tye 
; oe i 5 oes z a <7 SPW Ae Ld de 
: : 4 . 4 i ' re 
f » P * . oe § hes 
7 i pot, tas i ie, J & Rte ped Pie Pc f 
F ‘bed seats e 
“yee Se Pe Sena ¥ ; 
: i Ei : tila ah tenia e Lies ee Minty 
Sp ee. be a sf aa H y) ‘ar Pa Cae ita ee ae ly = 
ane 3 wg a aH * <, de 
s 
” te sg! - 
. ' i =a ‘ re Vie ghs 2ay en pe PD Bad 2 
ae as nyt a a hal ele pi sie eos ae ey i st ays 
sot : 4 i 
ty t + ‘ 
% Wt ot ‘ he i . “ ‘x 
: aT Saar net oa bid Bet ee Ne adden Sem ee 
: : ‘y Waits t ay: ay pet phn: eh ey eis on : 
e “ 
» 
: ‘ 2 ieee Se. ra 5 se 
tiie a. a ae ( a net Phen =! 
' « im 4 . - 
- 
x ‘ Lott ~ ee et ~ ¢ + ey pe 
rae : ia aaa apap rans 2 a ame 2 ead a 
: Eq) Spey , ee oo Boeing SM iy eee el Says ow 4 ¥ oie 7 
; ; a aid top attire See ¥ a) ty i Se oa Ge 


-6629- Mv. Wesson 


handling charges during the intervening period. For 
the last two sonone tea grain years all street wheat 
of all grades has been handled for the Canadian Wheat 
Board at a flat charge of three cents per bushel. 

"Ten years ago the regular country elevator storage 
charge was one-thirtieth of a cent per bushel per day. 
For the last completed crop season the storage charge 
collected from the wheat board was at the rate of one-= 
sixtieth of a cent per bushel per day, or exactly one-half, 

"This year, as a result of favourable anticipated 
handlings, the company has decreased the handling charges 
by a further two cents per bushel on all grains, with the 
result that the grower is receiving two cents per bushel 
more at the time of delivery. 

."Present prospects indicate that it will be possible 
for the directors to declare a refund of excess charges 
at the end of the current crop year. 

"It may be found possible, from time to time,: to 
Operate on even lower charges, depending upon the volume 
of grain to be handled and other factors, 

"It is within the authority of the association 
itself to decide whether savings affected should be 
paid in the form of a refund of an excess charge after the 
close of the fiscal year, or whether they should, in whole 
or in part, be paid at the time of delivery in the form 
of an Aigner Irice as a result of lower handling charges, 

"(24) Prior to 1931 the association's elevators acce« 
pted grain from members and nonemembers for storage, clean- 
ing and shipping and at all times made its regular 
customary charges for such services.s 

"With the release of pool members from their contracts 


in 1931 (paragraph 14), the elevator company, in addition 
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to performing the above services, adopted the policy 

of buying grain from pool members and others who made 
delivery to its country elevators, and who desired to 
sell rather than store or pool their grain. It agreed 
to sell any grain stored with it on the customary grain 
commission basis. For the past few years it has acted 
as an agent of the Canadian Wheat Board to accept delivery 
of wheat and flax on its behalf, and has also operated 
a shipping and export department through which it has 
entered into.the business of shipping grain or selling 
Tor export. 

"(25) Deliveries of grain to Pool Elevators reached 
an all-time high in the last crop season 1943-44, when 
140,950,618 bushels of grain were handled by the country 
elevator system. Since the inception of the organization 
in 1924 Saskatchewan Pool Elevators Limited has handled 
1,559,501,325 bushels of grain. 

"It may be worth noting that last year Saskatchewan 
pool country elevators handled 24.95 per cent of all 
the grain delivered in western Canada. This represents 
42.264 per cent of all Saskatchewan deliveries." 

THE CHATRMAN: Does the term “last year" refer to 
1943? 
THE WITNESS: Yes, 1944-44. Our grain year starts 
Pa tnd Tirst of Bipdst so that when I said last year I 
meant the year that started on August 1, 1943 aed ended 
July 31, 1944. 
"In spite of this large handling, many wheat pool 
members were debarred from using their own elevator: 
facilities by reason of the control of the distribution 


of railway cars in effect last year, 
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"(26) Earlier in this submission a reference was 
made to the statement that in the Seventeen-year period 
1897 to 1914, thirteen investigations into various 
departments of the grain trade were held by royal com- 
missions, all of them prompted by complaints emanating 
from the producers of grain, 

"The appointment of the Turgeon Commission in 1923 
was made at a time when western farmers, thoroughly dis- 
Satisfied with conditions Surrounding the marketing 
of their grain, were contemplating the organization of 
large scale cooperative marketing organizations as a 
method of solving their problems, 

"In this connection, it should be noted that the 
Canada Grain Act was first passed in responde to a wide- 
Spread request from wester farmers for legislation to 
safeguard their interests in the marketing of their grain. 

"AS the Turgeon Commission report pointed out, all 
of the thirteen inquiries referred to resulted in the 
bringing about of at least some beneficial changes in the 
conditions complained of. 

"In an earlier period the work of the Board of Grain 
Commissioners, appointed to administer the Canada Grain Act 
involved dealing with numerous complaints from farmers 
of what they regarded as unfair treatment by grain 
handling companies. Compalints of this type are now 
vomparatively rare. Saskatchewan farmers are now generally 
satisfied with the treatment they receive because they 
themselves own and control a grain nandling system 
sufficiently strong to establish business practices which 
must be followed by private companies in the grain trade 


if they wish to stay in business. 
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"Saskatchewan Pool Terminals Limited 

"(27) Saskatchewan Pool Terminals Limited was 
organized to operate the terminal elevator facilities 
of Saskatchewan Pool Elevators Limited located at the 
head of the lakes under an sees Onde: whereby the revenue, 
after deducting all rm cessary expenses, belongs to Sask- 
atchewan Pool Elevators Limited. 

"This company was incorporated under the Dominion 
Companies Act in March, 1927, and has an authorized capital 
of 500 shares of a par value of $100 each, There are 
issued, and fully paid up, 116 shares, 100 of which are 
held in the name of the parent company and sixteen allocated 
to the directors of the Saskatchewan Wheat Pool as 
melierine Shares to enable them to act as directors 
of the company e The same arrangement exists with respect 
to the transfer of these shares, in the event of a change 
in the Board of Directors of the parent company, as with 
Saskatchewan Pool Elevators Limited, 

"At the time the Terminal Company was incorporated, 
Saskatchewan Pool Elevators Limited was not a member 
of the Winnipeg Grain Exchange. The Terminal Company 
was formed and registered under a nombeewnis in the 
Grain Exchange in order that the terminal elevators 
might be regular under the by-laws of the exchange, This 
was necessary in order that warehouse receipts issued 
SO cover grain unloaded in pool terminals would be Celiver- 
able against sales between members of the exchange. 
"Saskatchewan Wheat Pool Construction Company Limited 

"(28) The Saskatchewan, Wheat Pool Construction 
Company Limited functions as the construction and repair 
department of pool elevators and all transactions in 


connection with construction and repairs are included in the 
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accounts of pool elevators. It was organized to obtain 
discounts’ and effect savings on the purchase of repairs 
and building supplies. 

"This company was incorporated under the Saskatchewan 
Companies Act in February, 1929, and has an authorized 
capital of $20,000 divided into 2,000 shares of $10 each, 
of which sixteen shares have been issued to the directors 
of the wheat pool. These sixteen shares are held in the 
same way as the qualifying shares in the covey subsidiary 
organizations. 

"(29) In addition to its grain handling subsidiaries, 
there are two other pool subsidiaries, 

"t(a) Modern Press Limited! 

"This company was incorporated under the Companies Act 
of Saskatchewan in June, 1931. It had an authorized capit- 
al stock of 1,000 shares of $100 cache Each director of 
the wheat pool had allotted to him one share which was 
paid for from the commercial reserve fund of the poole 
The balance of the capital stock (984 shares) was allotted 
to the pool and was also paid for from the commercial re- 
serve fund. Thus the shareholders of Modern Press Limited 
are the sixteen directors of the wheat pool and the pool 
itself. 

"Modern Press Limited has a board of sixteen directors, 
hence the individual shareholders are also the directors, 
end as in the cese of the other subsidiaries, when a 
director is changed in the wheat pool a like change takes 
place in the shareholders and directors of Modern Press 
Limited. 

"Regarding the incorporation of this sompany, it should 
be pointed out that in the initial stages of the organi- 


zation of the Saskatchewan Wheat Pool the daily press 
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movement. In order to pwovide authentic information, the 
association made arrangements to use the columns of a new 
farm paper launched in the city of Saskatoon about the 
time the pool was being organized, 

"From time to time the association advaneed money 
by way of loans to the proprietors of the paper until the 
total loan became so large that the entire: plant had to be 
taken over, In this way the association became not only the 
owner of a weekly farm paper but also of a job printing 
plant.This plant, in addition to doing the job printing 
of the pool organization and other cooperatives, also 
does job printing for the public. Prior “ the year ended 
July 51, 1943, the publishing company always operated at a 
1Oss. 

Lease Saskatchewan Cooperative Livestock Producers Limited 

"This company was incorporated in April, 1926, 
under the provisions of the Cooperative Marketing Associa- 
tions Act of Saskatchewan, This incorporation was confirmed 
by act of the Saskatchewan legislature in 1929. 

(See chapter 84, S. of S., 1929.) 

"The company was incorporated as an agency to market 
the livestock of producers in the province of Saskatchewan 
On a cooperative basis. It had no capital stock and oper- 
ated on a membership basis as a non-profit organization. 

"The act of incorporation provided that no dividend 
suoculd be declared or paid to any member of the association 
and. by an amendment to the act in 1944 it was given 
authority to distribute accumulated surpluses in proportion 
to the volume of business done by its members, 

"In the year 1944 the charter of the company was taken 
Over by Saskatchewan Cooperative Producers Limited, 


An amendment was secured to the Act of Incorporation 
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doing away with mémbe rehipe and making provision for twenty 
Shares of stock of the par value of $leach. (See Chap.104 
S. of Se, 1944.) Sixteen $1 shares were allocated to the 
sixgeen directors of Saskatchewan Cooperative Producers 
Limited, who also became the directors of the subsidiary 
company. Thus the subsidiary company is under the direct 
control of the directors of the wheat pool and they in 
turn, as we have already noted, are directly controlled 
in annual election by the shareholders of the pool. 
"The livestock subsidiary when it distributes any 
surplus must do so on a patronage dividend basis." 
MR. MILLIKEN: This is the only subsidiary in respect 
of which we have not filed the memorandum of association and 
articles. As a matter of fact they are under revision at the 
present time but if the commission wishes to have them we 
Will give the articles and the memorandum. They are the only 
ones that we have not filed. 
THE CHAIRMAN: I think we should have the conplete 
picture. 
"Cooperative Industrial Expandion 
€30) The Wheat Pool is now committed to a programme 
of cooperative industrial expansion in Saskatchewan, 
involving the industrial utilization of grain and 
including for immediate construction a vegetable oil 
crushing plant. It has not yet been decided whether 
vhis plant will oe operated as adepartment of the pool 
or set up as a distrinct legal entity in exactly the 
Same manner as the elevator company and other subsidiaries 
have been set up. In any event the capital for this 
development will be obtained either from the commercial re- 
serve fund already referred to or will be secured by 


way of further investment from pool members," 
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MR. MILLIKEN: You have read that the capital for the 
Subsidiary pool elevators was obtained from elevator 
deductions, and you have said that the capital for the 
Modern Press came from commercial reserve. Where did the 
capital for all other subsidiaries come from? 

THE WITNESS: From the commercial reserve. 

MR. MILLIKEN: Mr. Howard reminds me that we have an 
interest in another subsidiary that we have just taken 
over as a result of going into the Canadian Livestock Western 
Limited. That is the one you referred to, Mr. Howard. That 
was filed in Winnipeg with two other briefs. We have some 
interest in Canadian Livestock Western. I cannot tell you 
what it is because we are just getting it taken over. 

Is it $5,000,Mr. Wesson? 

WITNESS: I am not clear on the amount of money invested 
in it, but iis controlled by the two livestock organizations 
in Saskatchewan and Manitoba. This is such a new thing that 
I am not conversant with the capital myself. 

MR. MILLIKEN: There was a brief submitted in Winnipeg 
by Canadian Live Stock Limited. 

THE WITNESS: Ge Te Ge 

MR. MILLIKEN: That would be Mr. Downing. I think he 
submitted a brief. 

THE WITNESS: Then you have all the information in his 
Drier. 

MR. MILLKIKEN*: At any rate, there is another small 
Subsidiary. 

THE CHAIRMAN: I do not remember that brief. 

MR.e MILLIKEN: I remember he was at the hearing. 

MR. ARNASON: I believe the Manitoba Live Stock Pool 
submitted a brief. 


THE WITNESS: It is really the same thing as regards 


ie. Re. Wheit 0)! Sate ae cae 


rely, 


yp cba ak ANGRY Sel REE 
pielbice ei pansy ie: aba Bit baal 


fe 


aie ae Bs + <u “S * a 


' * 


ad wee ees Eat Fa = ol oe et ees po ae Me a P 0 Daae ie ee 
Pa rt AONE. Win Bite se 


ae “4 a. ee 


she cwthuage gh ERAS | 


Beant g <a a adh ok ema Nee 
Bee fine Panipag 2 
' J ' ; i " ie ioe, marae i 
i “ vis Moe ey sete A j nile, . 
ce ae ee ih. b wee eae ' +f bide a 
1 i] 


he 
peers cae. A} 


i 00; i a. at - 


+ ard : 3 pi 


aa] , Se a -h os, 1S Pesos. mee 
ay  ) Ge ae tag ves” PRBS artat a tae ee: eas” Wel Same Ste a i ie ae ak 
BOVE A OOM I) SR PE? i ees OR Se ae beans ; 


i Peeear ss Gee Ge eee ee wad ain ae mee eesWae . air Fail, ae ab a 


agi Rang ia 


f cast OF a eae ye epleg aca) | iene! mor hotles Veale: r as 2 a ke ; 
| ties SOE What sO YO RRGET) Sait Ges oe a en ee tied ali ak 


t 

. 

a 
Pe, 
pa 
oe 


7 
ioe ee 

. eee Boe Esa a ao 
i ¥. a an 

Pas 5 vate ee 
yy - E = % } an Aree, Roe 4 " é a 

oat aor al : SALT rot ee a Re | a Aiea ot oH i 

: pihaed Ame teed 
Mids aoe tc Yoel s alate ae a FP as, 
7 . > No Cs eB: a 
at. te Li ah! a ee 7 ies tee ah tee 
f ~ & 
Shi’ a bahia 
1 > . ve ik ‘“ Spt “ele = 
5 re i Ht ke 2 es 
‘ 
chy Rae es ee ae 
i 
: 
supicteaiieh A i ‘ 

| SL, See peers 4 + 


. Destin de < a: et : _ é ap ea 
vi . ane ae 1, Ae} tg 


4 iy 


Vix, § Gt a ee foes a Oe me OT By te as rac u ‘ : the Pu she as a 
eh PA oy a roy mer aXe i ey ee vis 4 Nyt ancy of $e Z mY < Pp. ei oo] ¥ — - ree, nae Se Thy < ‘ 
i Pe 4 e . 


—-6637=— Mr. Wesson 


these two live stock organizations in the provinces of 
Manitoba and Saskatchewan, but I did not know enough about 
it to put it in here because it is just in the process ' 
of being taken over by the Saskatchewan pool, 
"Interprovincial Subsidiaries 

"(31) In addition to the foregoing the Saskatchewan 
Wheat Pool, jointly with similar organizations in 
Manitoba and Alberta, owns and operates three other 
interprovincial subsidiaries, These are Canadian Co- 
operative Wheat Producers Limited, Canadian Pool Agencies 
Limited and Pool Insurance Company. Particulars of the 
operation of tris group of subsidiaries will be submitted 


and discussed at a later sitting of the commission," 
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Wee) gen 2926 ah the request of the Income Tax Depart- 
ment both the Saskatchewan Wheat Pool and its elevator company 
filed income tax returns, They claimed exemption on the 
ground that they were non-profit cooperative organizations, 

"The department ignored the claim for exemption and 
assessed the pool for the year 1925, claiming the elevator 
and commercial reserve deductions referred to in paragraph 9, 
and any earnings from such moneys, Nate ee eae income of the 
wheat pool. 

"The commercial reserve was an authorized deduction of 
one per cent of the gross selling price of the grain, The 
association was authorized to deduct this percentage from the 
settlement for each member's grain, and. the sums so realized 
could be used for any purpose of the association, Both the 
elevator deductions and commercial reserves were to be used 
by the company so long as it might consider it desirable, 
but upon dissolution distribution was to be made to those 
from whom they were deducted in proportion to their contri- 
bution, 

The Saskatchewan Wheat Pool appealed against the de- 
cision of the Income Tax Department and was awarded a judg- 
ment by the Supreme Court of Canada. (Minister of National 
Revenue vs. Saskatchewan Co-operative Wheat Producers Limited 
P9905 010. R. 402), 

"(33) At approximately the same time a producers! dairy 
organization, incorporated under the Co-operative Associations 
Act of British Columbia and known as the Fraser Valley Milk 
Producers, was likewise assessed, It too appealed on the 
ground that it was a cooperative and therefore exempt, It lost 
the appeal in both the Exchequer Court and Supreme Court of 


Canada, (Minister of National Revenue vs, Fraser Valley Milk 
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Producers 1929, S.C.R. 435). 

"O4) ‘As’a result of “this adverse dééision in the case 
of the Fraser Valley Milk Producers, the Canadian sooperatives 
asked for an amendment to the Income War Tax Act clearly 
exempting cooperatives from its provisions, In so doing the 
cooperatives specifically stated they did not wish to be 
granted exemption for business being done with non-members, 

"The Hon. C. A. Dunning, thon Minister of Finance, brought 
in an amendment, now known as Section 4(p) to the Income War 
Tax Act, This amendment exempted producer cooperatives, both 
for memver and non-member business, provided the non-member 
business did not exceed 20 per cent of the member business. 

If the percentage of non-member business exceeded this, then 
there was no exemption for the cooperative. 

"In introducing the measure into the house, Mr, Dunning 
is reported to have said: 'The intention here is to exempt 
bona fide cooperative associations and companies from income 
tax.' And again 'The cooperative movement operates in a 
variety of ways. There are different bases of operation.! 
(Hansard 1930, pages 2508 and 2509), 

"Mr. Dunning then went on to say that the dairymen's 
cooperative of the Fraser Valley, namely the Fraser Valley 
Milk Producers! Association, in its operations ‘differs 
entirely from the wheat pools and cattle pools of the 
prairies,’ and for this reason it was necessary to Pind 
some common ground upon which all these ‘essential bona fide 
cooperative organizations! could be dealt with. 

"(35) Following a widespread and well organized campaign 
directed against the pool organizations, the question of the 
liability of the pool for payment of income tax was again. 


introduced by the Department of National Revenue in 1940, 
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NTH 1942 the department issued an assessment for the 
fiscal year 1939-40, claiming that the pool no longer came 
within the exemption soction of the Act as it did not now 
carry on the function of Actually selling its members! grain, 
that function having been assumed for a number of years by 
the Canadian Wheat Board, The department therefore contended 
that any income of the Saskatchewan Wheat Pool was taxable. 
(The only revenue reccived by this organization is composed 
of interest derived from the investment of the commercial 
reserve fund, )” 

That 18 the wheat pool itself. 

"The pool has appealed this assessment and the case is 
at present before the department, 

"It should be noted that the pool organization was 
advised that this was to be a test case, and that the Depart- 
ment of National Revenue possessed the right to go back to 
the year 1930 for the purpose of additional assessments, 

“36). In the case of the Elevator Company the Department — 
of National Revenue from the beginning conceded its claim for 
exemption on its refund of: excess charges, but claimed that any 
Surplus placed in reserve and any interest paid on its loan 
capital was taxable income. 

"The Elevator Company was first assessed for the year 
ended July 31, 1926, and paid the assessment, but with the 
payment sent a letter of protest in which it contended it was 
part of a cooperative organization and as such had no taxable 
income, It was likewise assessed and paid the taxes levied 
on it for the years ended July 31, L927, 1925. and Toee" sera 
refunds of excess charges, amounting to $4,256,040.82 for 
the four years in Question, were allowed by the department as 


proper deductions before arriving at taxable income, 
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"When the cooperative oxempting Section 4(p) became 
law, the Elevator Company applied for a refund of the tax 
paid by it for the year ended July 31, 1929, claiming the 
company came within the provisions of the exempting section, 
Its claim was admitted by the department and the tax paid. for 
that year, in the amount of $103,107.68, was refunded in 
full. The Elevator Company therearter continued to file 
returns claiming exemption under the section in question, 

"For the years 1950 to 1938 inclusive the Elevator Company 
received letters fron the Inspector of Income Tax to the effect 
that the Elevator Company was believed to be non-assessable by 
reason of the exemption granted in Section (nj. In 2O4o, by 
letter dated Pebruary 24, the Inspector of Income Tax, Regina, 
advised the Elevator Company that with regard to the years 
1932 to 1938 inclusive its Liability had been investigated and 
it was believed that -." 


I have changed this to give the exact quotation from the 


letter: 
Neetlit ati alified under Secti yy 28 a true ‘ 
-'it still qualified under Section p) a8 a true co 
operative, Accordingly the income is not liable to tax under 
one Let, '" 


That is the quotation from the letter, 

"In an interview with the Commissioner of Income Tax 
in 1941, the company was notified that in the opinion of the 
Justice Department the Elevator Company no longer came within 
the exemption of Section 4(p). Furthermore, by letter dated 
February 15, 1943, the Income Tax Department notified the 
Elevator Company that thd Justice Department had given an 
Opinion that the excess charges refund was a distribution of 


profits and consequently taxable. By further letter, dated 
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April 16, 1943, the Income Tax Commissioner advised that a 
cooperative which pays dividends on its Share capital cannot 
come within the exemption granted in Section 4(p). The de- 
partment also advised both the Wheat Pool and its Subsidiary 
Rlevator Company that it did not consider itself bound by 

any previous correspondence and therefore reserved the right 
to assess from the year 1930 on, The department further ad- 
vised that it was taking a test case to court and that it would 
take the fiscal year ended July 31, 1940, for its test year, 
Accordingly, on June 22, 1943, an assessment for the year ended 
July 31, 1940, was made of the Wheat Pool and all Or Toe aioe 
Sidiaries on a consolidated basis, to which assessment a notice 
Or appeal was filed, 

"Again,on September 14, 1944, the department assessed the 
Wheat Pool for the year ended July 31, 1940, on an individual 
basis," 

MR, PARKER: What do you mean by "individual"? 

MR, MILLIKEN: In the first place it was a consolidated 
assessment, but now there is an assessment for the clevator 
company and the pool, If you ask Mr. Weston some questions 
you will find that the Pool Construction Company never has 
any income; Pool Terminals Company has no income; Modern Press 
had nothing but losses until 1944, 

BY THE CHAIRMAN: 

Q@. Then are you making a further correction, Mr, Weston? 

A. Yes, just deleting the following words after "excess 


charges refund", to take out the words, "and accordingly," 


if 


MR, MILLIKEN: You will see that if the words "ana 


accordingly" are left in it would appear that the appeals 
were taken because the patronage dividends were not allowed, 


That is the reason for striking out those words, because the 
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appeals were taken on other grounds as well. 

THE WITNESS: The brief continues: 

"It also assessed Saskatchewan Pool Hlevators Limited 
Separately for the years ended July 31, 1940, and July 31, 
1941, No deductions were allowed in any of these assessments 
for distribution of excess charges refund, Assessment appeals 
have been taken by both the Wheat Pool and the Hlevator Company. 

"It should be noted that at no time has the Justice Depart- 
ment or the Income Tax Department advised that the Wheat Pool 
and its subsidiaries were not cooperatives. What the depart -~ 
ments have said is that they are not carrying on the type of 
business or not carrying on business in the particular manner 
required to bring 4 co-operative within the present exemption 
of Section 4(p). 

"(37), It has already been noted (paragraph 15) that the 
Wheat Pool always possessed the authority to operate a system 
of elevators either as. a department or as a separate legal 
entity. That it chose to set up a separate legal entity in 
no way altered or affected either its control over or method 
of operation of that system. Indeed, if it were to wind up 
its Elevator Company and proceed to operate its elevators 
as a department of the Wheat Pool, no change or alteration 
would be required either in its control or operation, It 
would be controlled as it now is by pool members. It would 
Still operate at cost by the method of refunding excess 
charges, It would still accept for membership anyone con- 
cerned in the production of grain in the province of 
Saskatchewan. It would still insist no shareholder member 
could hold more shan one haps in the association, The Wheat 
Pool would still be as it now is an agency for marketing its 


s 
members! grain. The money invested in elevators would still 
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be as it now is an investment on behalf of its shareholders," 

That should be "shareholders who have elevator deductions," 
because we have some members as shareholders who at the present 
time have no deductions, The sentence should read, "the 
money invested in elevators would still be as it now is invest- 
ment on behalf .of its shareholders who have elevator deductions," 

"On the other hand, any sum paid by way of interest on 
Such loan capital eral readily be conceded by the Income Tax 
Department to be a necessary cost of doing the business and 
would not be confused as it now is with the payment, or <divi- 
dends on stock. Furthermore no question would arise under 
section 4(p) as to whether its elevator operations coyld 
qualify under that section merely because of the implied re- 
strictions on subsidiaries now to be found there, 

"(38) The statement is made frequently that the Saskat- 
Chewan Wheat Pool and its subsidiaries no longer operate as 
cooperatives, 

"Ever since 1931, when the pool ceased to enforce its 
marketing contract, itis claimed that the Wheat Pool, and 
more especially its subsidiary the Elevator Company, has been 
carrying on busincss in the same manner as any other privately 
Owned grain elevator company. 

"Unfortunately no definition of what constitutes a co- 
operative is to be found in the statute law of Canada, nor 
have any of our courts ever been called upon to express an 
Opinion on the subject. 

"It has already been noted that when Mr, Dunning intro- 
duced the exemption for cooperatives in 1930 ho considered the 
Wheat Pools cooperatives. (Paragraph 34), 

"AS late as 1940 parliament recognized both the Saskat- 


chewan Wheat Pool and Saskatchewan Pool Elevators Limited as 
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cooperative associations. Section 2 OF 8,0)" 2 of Chaps. 50 
Statutes of Canada’, 1940, being an Act to incorporate Pool 
Insurance Company, deals with the Gaplual BUock of ths ¢on- 
pany, and reads as follows: 

With the exception of the qualifying shares of the 
directors as provided by Section 10 hereof, no shares shall 
be allotted or transferred to any person other than Manitoba 
Pool Elevators Limited, Saskatchewan Co-operative Wheat Pro- 
ducers Limited, Saskatchewan Pool Elevators Limited, Alberta 
Wheat Pool, Alberta Pool Elevators Limited, or a wholly owned 
Subsidiary of any one or more of the aforesaid companies or 
any other cooperative company incorporated as such under the 
laws of any province of the Dominion of Canada,! 

"No definition of what constitutes a cooperative is 
to be found in the Industrial and Provident Societies Act 
under which the various British cooperatives are set Up. 

"In 1937 the government of the United States appointed 
&@ commission to inquire into cooperative enterprise in Europe, 
That commission has issued a comprehensive report on its 
findings and on page 19 summarizes the fundamental principles 
of all forms of cooperation and outlines them to be as follows: 

'(1) Open membership and ownership irrespective of 
race, nationality, politics or religion. No one. is too poor 
to belong to a cooperative, 

'(2) Democratic control, one membership, one vote, 
Membership not investment gives control, 

'(3) Limited returns on capital and return of gains to 
members through patronage refunds. Interest returns being 
low do not attract the speculator and patronage dividends 


represent return of savings. 
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'(4) Substantial reserves -- membership does not supply 
adequate capital. Therefore it must be accumulated,'! 

"Generally speaking these four principles are the same 
as those laid down by the Rochdale Pioneers in England one 
hundred years ago, 

"It is of interest to note that this is a report of a 
United States commission which undoubtedly was endeavouring 
to set forth the principles on which Buropean cooperatives 
are based, 

otras) submitted that. the. whole structure and operation 
of the Saskatchewan Wheat Pool and its Subsidiaries have been 
founded on the foregoing principles, 

"It is further submitted that the cooperative character- 
istics of an organization are determined by the purpose for 
which it is created, The course of conduct of the organization 
is the yardstick rather than the legal framework, 

" (39) The members of the Saskatchewan Wheat Pool regard 
their elevator system as a further means of lowering the costs 
of operating their farming business in exactly the same way as 
they regard their individual purchase of a harvester combinc, 

"The ownership of an elevator, being beyond the financial 
ability of the individual, pool members have joined together 
for mutual self-help in lowering the cost of marketing their 
grain. Their invested millions work out at an average of 
less than $200 per pool member which they contributed as an 
investment for service, Individually, their income is increased 
by the saving effected by the use of modern harvesting equip- 
ment, and, in exactly the same way, their income is increased 
to the extent their elevator facilities enable them to secure 


a greater return for their products, 


"Because of this our farmers do not consider they are in 


= hig em AE: 4 - 


a 


a 


a 


Th 


> 


‘ ee sae ae! Tan GG, Jannenhe a 


ie 


é 


it. ee 
5 ne SN aN 
Arne. 2, oar 
ie Wtcasy aa 


a 
Ae 


Mie ate ace? <i tw ar ia inte 
r 


. : i 
arg* i be tania cy Ree ee, ‘ oe 
t cor as 
. hie rane 7 me Py fa He 
: 
‘* a Rc! ig Ge a as, ely 
Sy Be Wore BERG (Pehl sk } | Wveah 
Po 1a 
re ee * 
a wee ca an 
ee < a oon oe 
1 3 “> + Xia r 
La) - f 
. in - ry > 4 f 
Owes ; A — ache Ee Bee Agent: ae ee A. eee he 
Hack + eee ns ann, SEARED ey 
. Phen 
= 3 id i vA i rane ey ae oes ib, » » 4 + 
ss. f zy as et 4 PS 
* f rid ns MSY wens By Tear ks eke ERY, 
w= Sf x i ae 4 Fl 
Clee ht ee et to Ey Pa vel ote rs 
¥ 7 a ~ i.e 4c ne Nee “4 as 
. <e 
. 
iH c eo ty 7 ra y 
Beane. sls bike nod tet) eet ag 
a sh fe wn Le ye va ? ae 
‘ ? H ma ee | + 4 
: ? t OE ae) el al Wak a avied te 1 eo 
4 { F Wy re a va 8 Sided ee P] 
i ae) ' te - i 2.8 2 
ms ae weet fs aa Oe Ree! iy 
ee te 7 
‘ 4. 
' ‘ tee ra Ene “ mae, 
1 ‘ “ ui ae “4 t fag bf io o 
= * s . 
op ot my Baers - ieee? | 
- ? oe: gles i rank 
pete is : Pers 
A ros ! z son 2 Pcie 4 ? = - 
x a Oto rs 2 Le anh 
4 tage pete ee Nee Th pce ri j 
é Pawan nv 2, at a i} + ry 
. ere Fi it Paleet eb ct. ores bi ¢ 
ig = od ans ES ¥ fie er hf eet Fy hs Pon ie _ 
: 
Foes rr a - 
t's a - Bs 
ee Sur es iJ Bg" it fi UF ean: Dy tee 
be 
ee Pesta 
i Fy tite ee 
ast + . A 
: Lo 2 vty 
: ° s a ~ Sie toh i 
it an ‘ 
‘ 
. 


‘ ove atk 
I PS rae 
+7 + 


= aed 


aes 


ies . 


6647 - Mr, WesSon 


competition with private elevator interests, any more than by 
uSing their own harvester combine they can be said to be com- 
peting with those owners of combines who seek custom work for 
profit. They do not believe the reduction in costs of operating 
elevators, brought about almost solely as the result of their 
own volume of deliveries, should be regarded as anything other 
than a saving which is directly reflected in the increased in- 
come of the individual member, They therefore believe that 

to impose an income tax on their cooperative savings, re- 
Sulting from their united efforts, merely because they are 
united efforts, would not be in the public interest, and would 
constitute an unfair, unjust and inequitable basis of taxation, 
Presa savings,-which after all represent part .of the selling 
price of the farmer's production, are now Subject to tax as 

a part of the income of the individual, 

"(40) Cooperative enterprise does not limit its 
activities to trading, In the modern cooperative movement 
emphasis has always been placed on the importance of education 
amongst the cooperating members, 

"The educational program carried on by the Saskatchewan 
Wheat Pool forms an important part of its functions, Its 
activities include: i 

'(a) A circulating library of non-fiction books, 

(b) Travelling libraries. 

(c) The organization of study groups both by itself 
and in cooperation with the Canadian Association for Adult 
Education, 

(d) Practical support for the Junior Club Movement under 


the direction of the Extension Department of the University of 


Saskatchewan. 
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(e) Practical support of educational radio programs 
and the organization of listening groups for such programs 
as the C.B.C. Farm Radio Forum, 

(f) A program of junior grain variety testing nee 
which at least one plot containing new varieties of grain 
is grown and supervised by a farm boy or girl in every rural 
municipality in the province, 

(g) Practical support for every type of cooperative 
activity which holds promise of improving living conditions 
in Saskatchewan farm homes,! 

"(41) The value of this phase of cooperative enterprise 
a2 widely recognized, 

"In 1943 delegates from 44 countries representing the 
United Nations (including Canada) met at Hot Springs, Virginia, 
to consider world problems of food and agriculture, Their re- 
port 1s a matter of public record, Section 17 -of that report 
reads as follows: Whereas: 

'(1) The cooperative movement has been of very great 
importance in many countries, both to urban and rural popu- 
lations, especially in agricultural districts where farming 
is based on small units and in urban areas of low-income 
families; 

(2) The proper functioning of cooperative societies 
may facilitate adjustments of agricultural production and 
distribution, as members have confidence in the recommenda - 
tions and guidance of their own cooperative organizations, 


which they know operate in the interest of their members and 


of society in general, 


(3) The democratic control and educational programs, 


which are features of the cooperative movement, can play a 
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vital part in the training of good democratic citizens and 
assist in inducing a sound conception of economic matters;! 

"The United Nations Conference on Food and Agriculture 
recommends; 

'(1) That, in order to make it possible for people to 
help themselves in lowering costs of production and costs: er 
distribution and marketing: 

(a) All countries study the possibilities of the further 
establishment of producer and consumer cooperative societies 
in order to render necessary production, marketing, purchasing, 
finance and other services; 

(b) Each nation examine its laws, regulations and in- 
stitutions to determine if legal or institutional obstacles 
to cooperative development exist, in order to make desirable 
adjustments; 

(c) Full information as to the present development of 
cooperatives in different countries be made available through 
the permanent organizetion recommended in Resolution ITI,! 

"(42) The practice of men working together to achieve 
a common purpose is as old as humanity itself. 

"Cooperative associations, as we know them in Canada to- 
day, are self-help institutions, designed to enable the masses 
of the people to help themselves. They promote habits oF 
self-reliance and independence amongst the people they serve. 
They help to develop a sense of responsibility and a capacity 
for public service in their members. 

"Just as cooperation flourishes best in a free country, 
its widespread practice helps to strengthen the democratic 
foundations of that country. In its very nature it must be 
opposed to dictatorship. In the opinion of the great majority 


of Saskatchewan farmers, cooperative enterprise is the truest 


Vege 


soni | pact | 


* Ly) ELEQoOo 


i 3 h ie Son P 
; icHI ea Ted. 6 3 
ir * att 


yA i + 


‘ cnet : ‘ 
; ey , Tapes ay ae ee ey 
7 Coe, ee 5 t vr Bye t 
Bl Ste breed se | a i aid a 
kal 


y eh tne ‘ . a 
Die ‘ * 
* = t- - 
H 
Pt. ae iA 1 4 eae. am 
. =, at 
‘ Fad Ma 4 
a é ‘a 
rain ‘ 
; BRD gia <U 
PA ya . A 
. rere as * 
Pe aoe 
. 
‘ j 
. 
« 


-6650- Mr, Wesson 


form of 'free enterprise! Operating in Canada to-day, 

"Hitherto the social and ethical value of tho co- 
operative movement has been recognized not only by the 
governments of all of the provinces as well as the Dominion 
of Canada, but also by the governments of all other demo- 
cratic countries, 

"The recommendation of the United Nations Conference 
on Food and Agriculture quoted above urges each participating 
nation to examine its laws with a view to adjusting any legal 
or institutional obstacles to cooperative development. We 
Submit that to impose an income tax on cooperative savings 
before they are distributed to the members entitled thereto 
would be to impose an additional obstacle to coopera tive 
development, and that it is not in the national interest that 
Such action should be taken," 

All of which I respectfully submit on behalf of 
saskatchewan Co-operative Producers Limited, 

BY MR, MILLIKEN: 

Q. Mr. Weston, on page 17 of your brief you have re- 
ferred to the purchase of elevator and commercial reserve 
deductions. I think possibly that is not clear to people who 
aro here for the first time. As I understand it, this is the 
correct statement. You have approximately $12,188,000 of 
elevator deductions which are credited to the individuals 
from whom you secured them? 

MR. PARKER: That is on the books? 

MR. MILLIKEN: Yes, 

MR. PARKER: Of the Elevator Company? 

MR. MILLIKEN: No; this is of the pool itself, These 


deductions were taken from the grain delivered between the 
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years 1924 and 1928, for sale through the pool. They were 
taken in accordance with the terms of the original contract 
and the second term contract, both of which are filed with 
the Commission. Under the terms of those contracts 2 cents 

a bushel was to be invested in elevator facilities or the 
stock of an elevator company, and there was 1 per cent of the 
gross selling price for a commercial reserve. The elevator 
deduction amounts to $12,188,000, odd, and the commercial re- 
Serve deduction amounts to slightly over $6,500,000, 

Q. Mr. Weston, you have said in your brief that 
certificates were issued, or a document was issued to the 
people from whom those were taken, showing their interest in 
them, and those documents are on file with the Commission, 
you have also in your brief, I am not just sure of the page, 
Said that the wheat pool got an amendment to its Act so that 
the directors could prohibit the transfer of those deductions, 
and you passed regulations so that they could not be held or 
transferred to anyone other than another Inempar,. 18 .onat 
correct? A, “That 18 correct, 

Q. Then on page 17 of your brief you proceed to say -- 
or before dealing with that I had better make another point 
clear, Those $12,000,000 of elevator deductions which the 
wheat pool obtained from its members under its contract have 
been invested in the stock of the elevator company. That is 
correct? a. eo 2S correc: a 

Q. And that is the only money which is invested in the 
Stock of the elevator company? Ae aslo: there rr. 
$7,000 of the commercial reserve, na 
Q. About $7,000 more than the $12,188,000? A, That 


28 right. 
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Q. All of that.stock 48 held in the name of the pool, 
If anyone who has had a deduction taken from him, an elevator 
deduction which you are holding, wants to dispose of his 
interest, he does not dispose of a share in the elevator 
company; he disposes of the deduction certificate he is acca, 
or the document which says he has an interest in these de- 
ductions, Is that correct? Ay That is correct, 

Q. On page 17, then, you go on to say that in order to 
keep the ownership and control of these deductions in the 
hands of cooperative members, for a number of years past 
instead of paying all of the excess charges refund in cash 
you have said to your members, "We will give you part of this 
money in cash, The balance we will not give you in cash at 
all; we will give you the balance in the form of elevator 
and commercial reserve deductions," You have none of those, 
I understand; those certificates are all in the hands of your 
members? As’ That 18 true, 

Q@. So if you are going to place any elevator deduction 
to my credit, we will say, in lieu of giving me cash for a 
patronage dividend, you have to go out and buy it from some- 
body. Is thaw right? A, That is right, 

Q. And what you are saying on page 17 of your brief 
is that for a number of years you have been paying part of 
the excess charges refund in cash, and you have been paying 
part of it by going out and buying these deduction certifi- 
cates and placing those to the credit of the man who other- 
wise would have got more patronage dividend or refund of 
exCOss .charge.in cash, Is that right? AL TRetTe ent, 

Q@. I hope I am making this clear, Now you say on 


page 17 that in order to buy those certificates or those 
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deductions from your members, you first went out and bought 
them from the estates of deceased members? A, They offered 
to sell them. 

Q. Sil, that is the way you: would ‘have to.do its 4f 
they would not offer to sell you could not buy them? A. That 
Po) SLE 

Q. The next class of people from whom you take them 
are members who have ceased farming or who have become 
Poually disabled? This is on page T7. A. That is cor- 
rect, 

Q. The third class is members over sixty-five years of 
age. Now, Mr, Wesson, at the end of that page you say that 
approximately one-sixth of the total deductions have thus 
been transferred to the hands of cooperative members. Do you 
mean approximately one-sixth of the $18,000,000 of deductions? 
Be YOS, 

Q. Have been transferred from the assets of deceased 
members, members who have ceased to farm, or members who have 
become over sixty-five years of age, to people who are deliv- 
ering grain to you dhe As That Ls x7iehas 

Q. You do not mean that the other five-sixths are not 
in the hands of cooperative members? Ay Vv NOL eee Ene y 
are all in the hands of cooperative members, 

Q. There is no such suggestion as that? A. What we 
have done is to remcve what we call the deadwood and turn 
over the equity to the live members of the organization, 

Q. And at the same time you have endeavoured to get 
the estate or the member from whom you are buying the de- 
ductions, if he is no longer farming, to also transfer his 
$1 share? A, Yeas, 

®. To whon? A. Toa new member to which the board 


has allotted it. 
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Q. He signs a transfer in blank and authorizes you in 
writing to transfer it to a new member? A. Yes; and when 
he does that he gets back his dollar, 

Q. There is another point about these deductions we might 
as woll clear up now. The first year you commenced to buy 
them, that is this part of the excess charge refund, 2nd 
place them to the credit of the individual instead of giving 
him the cash in the excess refund, you didnot buy them at 
one hundred cents on the dollar, did you? A. No; the first 
year it was fifty cents on the dollar, 

‘@. Why was it fifty cents on the dollar? A. Because 
with the big liability that we had at that time, on the 1929 
overpayment, the directors estimated that 50 cents was a fair 
value for the transfer, on the basis of the value of the organ- 
ization at that time. 

Q. In other words they thought that was all thev were 
worth? me YOR.™ 

Q. But as they kept paying off the overpayment to the 
government, and gotting down their debt, they considered that 
they were worth more money? Ag ashe tilts (eoreee ts 

Q. And they kept raising the price until now they are 
paying how much? A, One hundred cents on the dollar: face 
value, 

Q. That is why they started at fifty cents and got up 
to one hundred cents? A Velhe waa eh, 

MR, MILLIKEN: This is rather a long brief, Mr, Chairman, 
ec Lt Left out of 1t the details of the 1929 overpayment. Tf 
should like to file with you, not as part of the brief but 
ie your use, a statement of the 1929 overpayment, eau 
having it prepared; I thought I would have it this morning, 


Meu 1% 18 not here, A number of witnesses have been asked 
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by you, sir, what would happen if they ever had a loss and 
how they would handle it. Well, we have an organization 
before you at the present time that had a loss of well over 
$13,000,000, and they proceeded to handle it on the basis of 
the collecting from the individuals who received the over- 
payment, If you want to really get a history of how easily 
that is done, we will have the story for you, 

in this particular case the company decided that 18 cents 
a bushel was all they would charge to any individual member as 
his share of the overpayment, If he had grain on which there 
was an overpayment of more than 18 cents a bushel, the company 
would absorb it. If you ever set out to collect money from 
individuals in this way you will realize how difficult the 
job.is. The governments of the three western provinces 
actually announced in 1931, that for the benefit of pool 
members of the three prairie provinces no money would be 
taken from any grain they might deliver to the pools that 
year, to pay the overpayment. The whole story of that over- 
payment is in the supplementary paper or document I wish to 
file with you, which will tell you exactly what happened and 
how they worked, and you will see how impossible cee was, any- 
way in the wheat business -- 

THE CHAIRMAN: That shows the payments advanced by the 
government also? 

Th alii ble Yes, Sir, 

THE CHAIRMAN: To take care of that? 

We, MILLIKEN: 1 Yes, airs, Bhose are also, seu, eutyin 
statutes, I wired to Saskatchewan last week to get you the 
three acts, because they are in three different years, which 
would give you the whole picture of. the government.end of it. 


Unfortunately the King's Printer in Regina has destroyed all 
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the loose-leaf statutes prior to 1940, and in order to give 
you those three acts I have to give you three volumes of 
statutes, I hesitated to do so, not only because of the 
sizeof the volumes but also because of the cost, and I have 
not obtained them for you yet, | 

THE CHAIRMAN: Perhaps we can look to Mr, Arnason for 
those, 

MR, MILLIKEN: Perhaps so; you may get them from him, 
In the meantime this memorandum of which I speak is being 
prepared. 

MR. PARKER: Were those overpayments received from or 
charged to the same individual members who had been overpaid 
in the first instance, or were they charged to a future 
generation of Shippers, in part? 

MR. MILLIKEN: The individual who had received the 
Overpayment was charged with the overpayment up to 18 cents 
a bushel. Some of them did not get 18 cents, and some got 
more. The organizaticn actually passed a resolution that 
the money would be collected, with 5 per cent interest, be- 
cause they were paying 5 per cent interest to the government. 

Q@. iI think I am correct in saying, Mr, Wesson, that 
none of the money was ever collected and none of the interest 
fae over charged; 1s that correct? Ay “DREn ss cor pee ts, 

THE CHAIRMAN: I think you had better ask Mr, Wesson 
whether he approves of your statement, Mr. Milliken, 

BY MR, MILLIKEN: 
Q. You have listened to what Ihave been saying? 
fs what I have said correct? A, Absolutely, 
MR, MILLIKEN: Does that clear up the difficulty in 


Mr, Parker's mind? IT think that is all I will ask Mr.Wesson 
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at the present time. Mr, Parker told me he was not anwar 
on what this meant, and that was why I made this statement, 

MR, PARKER: Mr, Chairman, this brief * quite complete 
in 4 general way. Inasmuch as we have, as I said before, 
interests who I have no doubt do not agree with all that is 
in the brief at the present time, and who are hete piace bi 
for the purpose of assisting the Commission, the same as I am 
here for that purpose -- at least I hope that is the purpose 
of their being here -- it seems to me that to save time, in- 
stead of my taking Mr, Wesson over the course first, as it 
were, and then allowing them to traverse it a second time, it 
might be better and more satisfactory if I reserved my questions 
until after those interests had asked such questions as they 
wished, If that meets with your approval, Mr. Chairman, I 
Suggest that we proceed in that way. 

THE CHAIRMAN: I do not anticipate any objection from 
Mr, Filimore, 


MR. PARKER: He is here, and he can speak" for Himself, 
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BY MR. FILLMORE: 

Gi You have said in your brief that you owm IG LeO 
country elevators. Does that number include the thirty- 
Six which you bought in 19449 ee Yes, ‘LS doesy” They 
includes the thirty-six. At the time of the drarting’ of 
the report that was the figure, This report was proposed 
to be given in Regina, and there have been some changes 
Since. 

Q- The country elevators of course are owned by 
Saskatchewan Pool Elevators Limited? The titlesto the 
country elevators are owned by Saskatchewan Pool Flevators 
Limited? As Y8s 

Q. Then, would you give, offhand, the capacity of 
those 1,125 country elevators? A. It would only be 
approximate. 

Q- Well, what is it, approximately? A«< Adout 
37,000,000 bushels. | 

Q. Then, I shall refer to the Saskatchewan Pool 
Elevators Limited as the Elevator company. It owns or 
has title. to the four terminal elevators? Ae yee 

Q. At the head of the lakes. Reh FOR, 

Q- And the elevator at Buffalo, in the state of New 
York, to which you referred, is a transfer elevator? 

A. Yes, there are three at the head of the lakes, We have 
one leased from the Canadian National Railways. 

Q- 4nd two of those terminal elevators, the pool 
owned before the Hlievator Company was incorporated; is 
that correct? Ae I am not just clear on your question. 

Qs Well, 10 does not matter, particularly. Do you 
remember the capacity of your terminal elevators, that is 
the three which you own and the one under lease? 


Ae Approximately 23,000,000 bushels. 
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Q.! I shall refer to your parent company as the Pool. 
The Pool was incorporated under the Saskatchewan Companies 
Act in 1923. As, Yes, that is correct. 

Q-, And I believe that in 1929 you sought and obtain- 
ed from the legislature what might be aa iee a private 
act, enlarging the powers of the wheat pool, is that cor- 
rect? A. We had our first private act passed in 1924, 
but we had amendments from time to time of the act it- 
self. 

Qs / YES, Bhat is right, 1924, That is ehanver 66, 
Eu.cove you the right to carry on the business of collect- 
ing, buying and receiving grain, and doing all kinds of 
erain business. By YES« 

Q@. Such as warehousing, operating elevators, and so 
on. Ae LOS. | 

Q@. Or, to put it generally, you have very wide pow- 
ers under the 1929 Act. Ae Yes, we bave. 

QO. widen, 1 believe you. also have: power torinvest 122 
stock of other companies, and to take over other business 
at you, so .d6sire. That 1s: a8 tatter of refereeing tothe 
statutes only. Now, Mr. Milliken has pointed out that in 
1944 your name was changed by dropping the word ‘wheat, 
and you also got power in connection with taking stock 
in Live. stock cooperatives. A. It was an amalgamation 
between two organizations. 

Q@. i believe your articles of association provide 
that the powers of the association may be exercised by 
the directors? 

MR. MILLIKEN: Which company. 

MR. FILLMORE: Both the Pool and the Elevator company. 

BY MR. FILLMORE: 


Q.- Lam referring in particular to section 17 of 
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Pourrarpicles< 9" T° think they are the articles of the Pool, 
It is stated that the business of the company shall be 
managed by the directors. Mr. Milliken can check that if 
he wishes. Now that is part of the charter of the gaskat- 
chewan Pool, and you have told us that the Pool owns all 
the shares in certain subsidiary companies. 1 ay fs Bi 
except sixteen qualifying shares. 

Q. They own and control all the shares, and that 
includes the companies you have mentioned. You mentioned 
the Saskatchewan pool terminals; you mentioned the Saskat- 
chewan Pool Elevators Limited. you have all the shares 
in that? Peel esy 

O. Bila er waive ior Sone S12 O00COCUR Wu Ae ap dae 

Q- «And the Saskatchewan Pool has all the shares of 


the Saskatchewan Fool Terminals Limited, except the 


qualifying shares? Avi. Y@s, that is ‘copre ey. 
Q.- And also of Modern Press Limited? A« Yes. 
Q- In which your investment is $100,000. A.” Yess 


Q- Also Saskatchewan Co-operative Livestock Produc- 
ers Limited? Ae Yes. 

Q- And Canadian Co-operative Wheat Producers Limited? 
A. Yes. 

Q. $50,000 invested there. A Yes. 

Q- And Canadian pool agencies, which have some 
$6,600 invested. ROO Yess, 

Q. Then, in the Saskatchewan Co-operative Gredit 
Society Limited? Bae VCRs 

Wy. tea tercorreti, is It not? A.  XYOs. thei use 
correct. 

MR. MILLIKEN: Have we shares in the Co-operative 
Credit? 


THE WITNESS: We advanced them a loan. T WO nee 
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think it represents a share. 
BY MR. FILLMORE: 

Q. These companies which we have mentioned are all 
incorporated under The Joint Stock Companies Act, are they 
not? A. The parent organization is under a special act. 
The others -- some are under joint stock companies acts. 

Q. All except the Saskatchewan Co-operative Live- 
stock Producers and the Saskatchewan Co-operative credit 
Society -- all the others are? 

MR. MILLIKEN: And the insurance company. 

MR. FILLMORE: I have not got to that yet. 

BY MR. FILLMORE: 

Q- All excepting those two are incorporated under 
the ordinary joint stock companies acts? Ba! ee SGy L 
think that is correct. 

Q. And companies having share capital which you 
hold? Ad es» 

Q- And in turn the Saskatchewan Pool Flevators 
Limited has investments in other companies, has it note 
wa YOSs 

Q» The Elevator Company owns shares in Ganadian Pool 
Agencies Limited? A. Pool insurance. 

MR. MILLIKEN: I do not think so. 

MR. FILLMORE: I may be wrong there. 

THE CHATRMAN: That is the one we heard about in 
Pee ine: 186i nob? 

MR. FILLMORE: In Winnipeg, I believe it was. 

BY MR. FILLMORE: 

Q. The Elevator Company has shares in the Pool 
Insurance Company? A. That is correct. 

Q. And we had the details of that in Winnipeg. po 


they hold shares in any other company to your recollection? 
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A. I cannot remember any others. 

Q.- Then, the Pool has shares in the Terminal Company; 
you have a share in that? A. The parent organization 
owns all of them, except sixteen qualifying shares. 

Q» The Hlevator Company owns the terminal elevators? 
The Elevator Company has title to the terminal elevators? 
A. The Saskatchewan Pool Elevators own the terminals. 

Q. And they lease the terminals to the Saskatchewan 
Pool Terminals Limited? A. For operation, yes. 

Q. The Pool Terminals Limited pay rent to the 
Elevator Company? fw TLSS s 

Q. And at the end of the year the net earnings, or 
whatever operating profit there is, is paid over by the 
Terminal Company to the Elevator Company? hon ORs 

Q. It does not pay dividends on the share capital? 
Be Clhat Te correct. 

Q. It pays carnings over by reason of some agree- 
ment with the Elevator Company. Aw YOa. 

Q. I believe that the Blevator Company was incor- 
permeated iniLocssi is that correst? Be oS eS 

Q@. The Saskatchewan Pool Blevator company Limited. 
Ae aes, 

Q. The Elevator Company and the Pool bought from 
the company which you have mentioned, the earlier com- 
pany, 451 country elevators and two terminal elevators? 
ie Pnat wes in 1926. 

ie Git 26, you sayy Ai XS 

Q. Then, since then the Hievator Company has oper- 
ated the country elevators of the terminal elevators? 

The Saskatchewan Pool Elevators Limited have since 1926 
operated the country elevators and the terminal elevat- 
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MR. MILLIKEN: Do you mean the Terminal Company? 

MR. PARKER: The Terminal company has the terminals 
leased. 

BY MR. FILLMORE: 

Q. It has operated the country elevators and the 
terminals have been operated under the arrangement which 
we have mentioned. A. Yes, under separate manage iient; 

Ge =$Upyuntil 1990 ---or, July GL, 1931, the Sagkar- 
enéwan Pool operated a large contract pool. Fie) re a 
bhat. is correct. 

Ose et MeL2Gl you) released the.members trom their con. 
tracts. A. That.is what we, say in the briel, yes. 

MR. FILLMORE: I might point out to the Commissioners 
the method of operation of the Pool, that is, the contract 


pool as Set out in this Supreme Court case in 1900. 7 


breter to, Supreme Court Reports at page 408, where the | 


details are given. Also, at page 407 a resume of the con- 
tracts is set out. I understand that Mr. Milliken has 
filed contracts, but the summary of the contracts is 


found at page 405. It shows what deductions are author- 


ized by the contracts -- I believe it is 2 cents per 
bushel -- for elevator reserves, and 1 per cent of the 


PUTOnnse price, or sale price, for. commercial reserves 
BY MR. FILLMORE: 

Ow so hen, UD) UNnGiL: L951, Mre Wesson, you Tad whew vou 
describe in your brief as a central selling agency; that 
was called the Canadian Co-operative Wheat Producers Lim- 
ited. Aw Until what year, do. you sey? 

Q@- Until the last crop handled by the central sell- 
ing agency, which was the crop grown in the summer of | 
1930, was it not? A. Yes, but it was not disposed of 


Myntid. aiter 1935. 
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Q.- That was the last year, Tf believe, in which the 
central selling agency, the Canadian Co-operative, acted 
as selling agency for the three provincial pools. 

a. ThOG Le the lest year it took delivery from the pools, 
yes. 

Q. The last year in which it took delivery. As Yess 
I already said that the wheat taken in 1930 was not rinaLly 
e2eposed Of until arter 1955. 

Q- Now, may I say to the commission that T think it 
might be of some interest just to get the details of the 
operations of the contract pools, in view of the fact that 
there was some change made in 1931, and to contrast the way 
business was done before 1931 and after that year, > 1 ao 
not wish to weary the Commission, but I ghould like to read 
what appears to be a compact statement of the method of 
operation, and then I shall ask you, mr. Wesson, "aa" 10% ts 
correct, 

THE CHAIRMAN: Do you wish Mr. wesson to confirm the 
Supreme Court decision? 

MR. FILLMORE: I could ask him how it operated, but 
that might take longer than if I read it. 

THE CHAIRMAN: We sometimes think it should be con- 
firmed. 

MR. FILLMORE: I suppose that when one of your lord- 
Ship's judgments is confirmed by the Supreme Court you 
Still think you are right. 

THE CHATRMAN: Quite. So far as I am concerned, J 
have read that statement, and I believe my colleagues have 
read at least part of it. 

MR. FILLMORE: No doubt Mr. Milliken has read it, 
and if he or Mr. Wesson takes the view that the method of 


operation is not correctly described at page 408, they 
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will so state. If he thinks it is not, he may re-examine 
Mr. Wesson, or let me know, in any event. 
BY MR. FILLMORE: 

Q.- In passing I might point out that at page 409 we 
find this: 

"In my opinion Ae marketing agreement and the con- 
firming act do more than simply create the relation- 
ship of principal and agent or mercantile agent in 
the ordinary sense between growers and assocation. 
That relationship the agreement no doubt creates, but 
in addition thereto the property in the grain and in 
the proceeds is vested in the association, and ali 
rights of ownership thereto without limitation are 
exercisable by it, for ail or any of the purposes 
set out in the. agreement .' 

So that even where there was an agreement of agency, appar- 
ently the view was that the property passed. to the associa- 
bi0n, it should like to deal briefly with the commercial -- 
Well, first [ believe, Mr. wesson, that you are a director 
of the Canadian Co-operative; that is the central selling 
agency? A. Yes, I believe since 1927. 

Q- Mr. Milliken has mentioned that the elevator 
reserves to the extent of a little more than $12,000,000 
were deducted and commercial reserves to the extent of 
$6,500,000; is that correct, that you have bought back any 
of the commercial reserves? I thought you were only buy- 
ing elevator reserves. A. No, both reserves. The 
face value of the reserves were taken from the estates, 
both commercial and elevator reserves, and placed to the 
credit of the new owner on the basis of their earnings. 

Q. Then, Mr. Milliken can check me on this, but f 


am under the impression that you had invested only about 
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$2,000,000, which would be one-ninth of all in reserve. 
That would be about one-ninth of the total reserve. 

MR. MILLIKEN: About $3,000,000, I believe it is. 

THE WITNESS: The face value is over $3,000,000, up 
to last year. 

BY MR. FILLMORE: 

Q- And you have told us that these reserves were in- 
vested in the Saskatchewan Pool. Blevators Limited and other 
companies. A. Not the elevator reserves, sir. 

Q. The elevator reserves went to the Pool Elevators 
Limited? He OL SS4 

qa- And did not some of the commercial reserve 
money go to the Pool Blevators Limited? Anh TRS? BOO 
Elevators, in the main, borrowed money for liquid capital. 

Qe Pur it this Way: is it not’ Se Pact thet about 
$5,000,000 of commercial reserves was loaned to the 
KElevator Company and used by the Flevator Company as work- 
ing capital? 

MR. MILLIKEN: When? 

BY THE CHAIRMAN: 

Q. On that point, I understand that these reserves 
were represented by certificates? As” “Bll ‘exept: the 
Eenonuscuction, sir. 

Q. Were the certificates for both commercial and 
elevator reserves identical? Ai Yess Tuphiaie Vournave 
them on file. 

Q. Was there any distinction between the two, at 
all, in the certificates? 

MR. MILLIKEN: My recollection is that the main dis- 
Ginction is\that one’ said that.it would be payable at 
S per cent interest and the other said at 6 per cent. 


THE WITNESS: If it was eared. 
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MR. MILLIKEN: I think they were the Same, otherwise. 

MR. PARKER: Were they designated as commercial re- 
serves? 

MR. MILLIKEN: Yes; one is commercial reserve deduc- 
tion, and the other is elevator deduction. 

BY MR..ARNASON: 

{+ Would you care to explain, or give us the reason 
as to the difference in the interest rate payable on the 
two? One, I believe you Said, was 5 per cent and the 
other 6 per cent. A. The elevator deductions, accord-_ 
ing to contract, must be invested in handling facilities 
for the services of the growers. The commercial reserve, 
according to contract, can be used for any purpose of the 
organization. I really cannot answer the question as to 
where the difference was, or as to why one should be 6 
per cent and the other 5 per cent, if earned. 

BY MR. FILLMORE: 

Q. The contract provides that in addition the 
association may deduct such percentage not exceeding 1 per 
cent of the gross selling price of the wheat, as. ity shes 
be desirable, as a commercial reserve to be used for any 
of the purposes or activities of the association. 

A. I just said that, yes. 

Q- speaking of the commercial and elevator reserves, 
I have what purports to be a copy of a circular which you 
sent out in 1941 giving, I assume, the views and policy 
of the company as regards ‘elevator and commercial 
reserves. If that is representative of the views of the 
directors I will put it in and save the time of reading 
tb. Mr. Milliken may have it over the adjournment, and 
Periry at, 


Then, speaking of the loan of $4,900,000 to the 
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Elevator Companies Limited, I believe that was made in 
Peo’, ond you find it in the 1927.99 report at page 13. 

MR. MILLIKEN: What do you wish to know aDOUn TL? 

MR. FILLMORE: [I brought out the fact that approximat- 
lety $5,000,000) had been. Loanda by the Pool to the Elevator 
Company, and Mr. Milliken asks me when it WAS a) eT Be LST 
stating that apparently it was in 1927. JI think we have 
already brought out the fact that the BHlevator company was 
the purchaser of 451 country elevators from the former con- 
panics. 

BY MR. FILLMORE: 

Q. Is that correct? Aan yee 

Q. And the prics was about $11,000,000, and the pur- 
chase agreement was confirmed by statute, A VEE ees ao 
be exact, $11,049,000. I can remember it yet. 

Seid Pink it was $11,059,000. Asi Yes tata s 
Borrect,) $11,059 000. 

Q- And that was cofirmed by Statute, chapter 71, -- 
the 1927 statutes. Since 1926 the number of your country 
elevators has grown to 1,125, and the terminals have grown 
Leon two! too Pour. 

MR. MILLIKEN: I have filed with the Gommission a 
Statement with respect to the elevators they acquired over 
the years, from beginning to end. 

BY MR. FILLMORE: 

2- They were not acquired with elevator or commer- 
cial reserves? I take it they were acquired through 
operations of the Saskatchewan Pool Elevators Limited. 

A. The money was first invested to build berminal Nowe. 
The money was repaid as the years went oy. 
THE CHAIRMAN: This would seem to be a suitable 


place to adjourn. 


The Commission adjourned at 12.30 a.m. 
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Ottawa, 
ponday, Apriy Bo, lee. 


The Commission resumed at 2.15 peM. 


BY MR. FILLMORE: 

Q- Mr. Wesson, just another word about the commer- 
clal reserves of elevator deductions. Le: LGW VOUM A Geey uta 
get these out of the hands of the old members who con- 
tributed away back prior to 1950, and gradually work them 
into the new membership? A. Yes, that is what we call 
our revolving door plan. 

Q- in other words, for your reserves you have a re- 
volving door plan of transferring this liability from 
former members or estates or elderly people to present 
members? Ay, Theat is. corrects 

Q. But I take it you have no plan ag yet for redeem- 
ing these reserves out of the assets of Pool ilevators 
Limited? A. No, we:do not intend ever to have any 
watered stock in the organization, 

Q. In other words, you intend that the commercial 
andelevator reserves will represent a continuing and per- 
manent investment. A. Yes. 

Q. And I believe that you have at present legisla- 
tion, some of which is referred to in your brief. ppiving 


power, under certain circumstances, to withhold reserves. 


No one can demand payment from you of any, Shere in the 


reserves so long as you are indebted to the government 

of the province of Saskatchewan, that being by virtue of 

chapter 102 of the aes of that province for 1930, 

and also the 1928 and 1929 statutes, chapter 83. J think 

they are referred to in our brief, so that the Commission- 
ers can get them, Then, that refers also to the statutes 


of Saskatchewan for 1932, chapter 77, and for those of 
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1955 at chapter 80, and for 1937 at chapter 99. Mr. Milli- 
gan can check me on this. You have those statutes, I 
believe, dealing with the power of the wheat pool to with- 
hold payment of reserves. A. My understanding is -- 
and this will not be a legal statement -~ that go long as 
the Pool owes money to the provincial zovernment no grower 
can sue for the retum of his deductions. That is my lay- 
man's answer to that question. It might not be a proper 
legal answer. 

Q- iam not criticizing your answer. I have just 
referred the Commission to the legislation, and it will 
speak for itself. 

MR. MILLIGAN: Would you mind if I just interrupt at 
this point? It is referred to in your brief, and you 
have referred to it now, where it is stated that chapter 
Bed OL 1950 gives the Pool the right to retain ite @educ— 
tions. That is an amendment to the statute of 1924. put 
I would point out that 1924 gave the same right. Origin-~ 
eily there was that right in that section. 

MR. FILLMORE: Very well; perhaps if you have it in 
consolidated form the Commission might see it. 

MR. MILLIGAN: I have already given the Gommission the 
Statute as it is to date. what I am prepared to give the 
Commission is the statute as it was in 1924 and as it wags 
in 1930, and any amendments which have been made. [If the 
Commission is going to look at the sections to which 
Mr. Fillmore has referred, it should have all the amend- 
ments. I say that because the 1930 amendment which speaks 
about being able to retain these deductions for an indef- 
inite period of time was not an amendment. That was in 
the statute of 1924. t is another part of the same 


Section. That is‘all I wish to’say. 
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MR. FILLMORE: We will accept that statement, so that 

we may have the record straight. 
BY THE CHAIRMAN: 

a ost ae Zevsthis clear; is it. correct its say that 
so far as your pool is concerned the investor in the pool; 
who is the holder of the deduction, cannot dusposeted: his 
Capital investment as can the ordinary stockholder in a 
company? AreeLostyas \eorrest; 

Q. That is a disadvantage, then, which the co- 
Operative has. A. We have a provision under which, if 
the holder of deductions wishes to sell it must be to 
another member, and must be approved by the board. Butt 
noticed that you mentioned restrictions, if I understood 
you, Coprectiys Well, by virtue of the facthatheat over 
three million have already been transferred it does not 
Fookrintke mach of a restriction. | 

BY MR. FILLMORE: 

W. “Furthermore; no holder of reserves can ae the 
present time in any event demand repayment of reserves or 
his share of the reserves? 

MR. MILLIKEN: That question is before the cotrts at 
the present time. It is before the Appeal Court of Sask- 
atchewan, so that statement is hardly accurate. 

BY MR. FILLMORE: 

Q- We can refer to the judgment when we are arguing, 
but as IT understand it it is common ground that while the 
wheat pool is indebted to the government of Saskatchewan 
no member can demand payment of his share in commercial 
or elevator reserves. 

MR. MILLIKEN: That is correct, 

BY MR. ARNASON: 
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brief, do you provide any other method, or any other meth- 
ods, or is there any other set of conditions under which 
a member can withdraw from the company and get his invest- 
ment back -- with the exception of those mentioned in the 
brief? A. Yes; any grower who wishes to dispose of 
his equity can always dispose of it to another member, 
subject to the approval of the board. That has been the 
policy since 1924, and it will be done at not less than 
oO cents Oitne doliar, That hasins relationship whatso- 
ever to the plan of the revolving door. Any grower has 
eiyvays Deon irés to do that, if it is approved by the 
board, of course. I should like to explain that there 
have been times when lumber companies, machine companies 
and banks have taken over these certificates for the pur- 
Poses Of Security. There has been & Lot of struggle be- 
tween our organization and others as to whether they | 
Should be transferred, and the board has remained adamant, 
and would not make the transfer -- only to another pro- 
ducer or grower member. 

BY MR. FILLMORE: 

Q. As you have explained in your brief, in 1930 the 
wheat pool incurred losses to the extent of $13,265,000, 
as a result of overpayment to growers, as you have 
described it? fa “Yess 

Q- And then the provincial government came to your 
rescu¥, and the Saskatchewan Wheat Pool and the Pool 
Hlevators Limited guaranteed or agreed to become respon- 
Sible to the government for this liability, which the 
government had incurred. A. With the mortgage on the 
facilities. 

Q. I beg. your pardon? A. With the mortgage on 


the facilities, as well as the guarantee. 
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Q. Yes. And that deal was authorized or confirmed 
by one of the statutes to which I have referred. Now, 
following the losses in 1929 ana 1930 I believe you 
decided to alter your plan of business, to some extent. 

A. Not because of the losses, but because the price of 
wheat was too low, and we could not advance cash payments. 
Q- Whatever the reason was, I- believe that you 

Started to operate the country and terminal elevators -- 

I mean the Elevator Company did. It started to operate 
the country and terminal elevators the same as any elevat- 
Or company operates those elevators. I Mean, so far as 
business operations are concerned, - not dealing with 
your relations to your members. A. Do you mean the 
purchasing and selling of grain? 

Mel "eS. A. Yes, that is true, except for volun- 
bery pools, 

Q- Along with that you had what you call a voluntary 
pool, and that voluntary pool was kept going until 1935 
when the Canadian wheat Board was formed. &s ‘COrpect. 

Q- And I take it that this volutnary pool, or that 
into this voluntary pool went only a small Proportion oF 
the grain which was delivered to your country eleVators? 
A. That is correct, small in relation to the tote < 

Q. For example, I am instructed, and the rapport 
shows that for the crop season 1931-52 the total wheat 
delivered to your country clevators was 04,673,000 bushels, 
whereas the number of bushels which went into the volun- 
tary pool was 1,063,000? A. That Us correct. 

2. That is about 1/54th? A. Yes. 

Q- And then, according to your statement, I am 
instructed that in 1932 and 193% the total wheat delivered 


to your country elevators was 87,738,000, and into the 
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voluntary pool it was a total of 6,500,000; and in 1933 
and 1934 out of deliveries of 98,700,000 only 1,298,000 
went into the voluntary pool; and that in 1935, the last 
year, there were 53,767,000 total deliveries, and inte 
the voluntary pool went 1,639,000. So that the voluntary 
pool conducted after July 3h; .1931 was, roughly, only a 
small proportion of the total wheat delivered to your 
country elevators. A. May I ask if the figures which 
you are quoting represent deliveries of all grains to pool 
elevators, or just wheat? | 

Qs. Just wheat. A. Thank you. 

Q- And I would be glad to have those figures checked. 
I am not asking you to verify the exact amount right now. 
well then, at the same time that you decided to make this 
change Pool Elevators Limited passed a by-law amending 
its articles of association; that is to say, in November 
1951 you inserted a by-law, which is found at page 16 of 
your brief, and which was not read. However, I shall read 
2u, because J regard it as rather important in that it 
indicates. a change in policy. (It states: 

"Notwithstanding anything contained in this article 
any part of the profits or surplus sarnings of the 
company may be paid or credited to members of the 
Company, lpatrons; Classesiauwiiecin PRoporscion) to 
Lie emo, OF Lerainr delivered.) 

That was something you did at the time? 
THE CHALTRMAN: Do you regard that, Mr. Fillmore, as 
esccLsn Lo ronsor what profits are? 

MR. FILLMORE: No, I regard it as a statement.. They 

say that in\their own pool any part of the profits or 
surplus earnings of the company may be dealt with in a 


certain way. My point is that you have to have (a) or 
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(bo) before you have anything to distribute. 

THE WITNESS: the chenee in this article of aseodja- 

tion did not change the policy. 
BY MR. FILLMORE: 

Q.- It did not change the policy? A. Wo, it was 
done on the advice of counsel. It did not change the 
poLLoy eo Ali, 

Qe Tien, from and after 1931 I believe you paid the 
current market prices to members and non-members, alike; 

I am leaving out of consideration the VOLUN Cat) DOOM. 


a) Lee, 


@- For the rest of the business you paid current prices 


to members and non-members alike. Au Ves exes jt spor 
Vheat Board wheat, which was different. 

Q- We will come to the wheat board later. But in 
taking delivery of grain you used the cash tickets which 
are provided for in the Grain Act. You used the forms of 
grain tickets which are Pees for in the Canada Grain 
Act? 

MR. MILLIKEN: You are not allowed to use any other. 

Mie Ei MORE: Tam just pointing that cites, te might 
assist the Commission if I were to leave, for convenience, 
a copy of the Canada Grain Act. The ordinary cash our- 
chase ticket has these words, “purchased from". 

BY MR. FILLMORE; 

®. The form of grain tickets is to be found at page 
80; you have a special bin ticket, form 81, the ordinary 
elevator receipt; and form 82 is the cash purchase ticket, 
pe sO on, hey are, alls statutory. forme, and have ioipe 
used by country elevators. Now, when grain was taken in 
on a@ cash purchase ticket, what is commonly called street 


wheat -- you sell in respect of the member and non-member 
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on the same basis. a NOY we do net, 
ae Faro 1he: sane’ price. A. No; we paid him the 
Same Price. 
Oy Vihet eCel lL, Towish to lone, Ay “Ab thet: tame’ 


But that is not the end, so far as the member is concer- 
med. 

Q@.- I know what you are thinking about, and I shall 
come to that later. You made no deductions, but you did 
credit each member who made deliveries on your books on a 
bushel basis. You credited him with the number of bushels 
delivered. A». The number? 

eae Ven BA Yes. 


Q. And you separated wheat and coarse grains. 


© 
: 


And did you subdivide wheat into grades, or just 
eID be A. Not for the purposes of Gistri puting the 
Surplus, no. 

Tie MOr Coareo Prains) you did. not isipeiyed ety or 
the purpose of distributing surplus? LS NO es 
according to grades. 

‘aap And the dividends which were afterwards declared -- 
CB id Gividends or distribution, or whatever wou Like to 
call it --- Ae Wer preferito call ab excessicharges 
refund: 

Or ORG a Diat rape per bushes, ior iso) nue oreo 
bushel. ha Por (4ach kind wom erain, 

Q. And we have already said that the growers were’ 
released Irom the contracts. FOI eS 

Q. So that, aside from your relations: with your 
members, and your dealings between the elevator companies 


and members -- your pool and the members -- the Ebhevator 
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Company operated its country and terminal elevators in the 
= way as any other elevator company, leaving out the 
relations with your members, and what you did for them 
later? A. Could I answer that question by saying this, 
that the pool elevators changed just in exactly the same 
way aS the line companies changed, because those line com- 
panies handled pool wheat on the same basis as the pool 
elevators. So we all changed together. 

qe Lam not going into the reasons. “ Tam \just point 
ing out, or asking you if you did not after 1931 operate 
your country and terminal business in the same way and along 
the same methods as any private company was operating its 
elevator? H. And prior to that, sir. 

Q- Coming down to the method of operation, would it 
be correct to say that in later years most grain has been 
taken into the elevators on the cash purchase ticket? 

Most of the farmers and members and non-members have sold 
their grain outright at the time of delivery. to the 
eLeVators? A. In later years, yes. 

Q- And would you say of late years 90 or 95 per cent 
has been bought by the elevator companies, including your 
company, on the cash purchase ticket? A,» Powould. say 
Since the system of quotas has been used, making it very 
difficult for the average farmer to load a carload of 
grain, that 95 per cent has been purchased on the cash 
basis, or advanced on Wheat Board wheat. 

MR. MILLIKEN: Do you make any distinction between 
Wheat Board wheat and non-Wheat Board wheat when you 
ask. that question? 


MR. FILLMORE: No. IT am. speaking, too, of coarse 


Q- Prior to September, 1945 was a large percentage 
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of wheat paid for with cash purchase tickets? ae There 
is still a considerable carload shipment of coarse grains, 
or there has been in the last few years, chiefly malting 
barley and special grades of oats. 

Q- But the great bulk of wheat and coarse grains has 
been taken in on the cash purchase plan? Bre De Gr eas 
correct, distinguishing again between wheat board deliver- 
ies and other grain. 

Q- The Elevator Company Limited is of course licensed; 
both country and terminal elevators are licensed as public 
elevators under the Canada Grain Act? Be COFPrect. 

Q- And your Elevator company Limited is also licensed 
as a track buyer and commission merchant? ie WS oy 

Qe “Wetelieve [T-asked you this, but T shall Tepeay its 
the elevator companies bought grain from non-members and 
members alike? A. We had to, under the public licence. 

Q.- And you used the same statutory form of tickets 
and paid the same initial prices? A. We were compelled 
vier 

Q- And I take it that since the establishment of the 
Canadian Wheat Board in 1935 you operated in actordance 
with the requirements of the board? A. According to the 
agreement signed with them. 

Q- it has been customary each year for elevator com- 
panies to sign an agreement with the Canadian wheat Board, 
has it? ne LOR. 

Q@. And for how many years? pee In 1935-36, 

1936-57 and 1938 there were no agreements. The wheat board 
did not function to take delivery in those Veove. Bur An 
every year since that time there has been an agreement in 
each year, 


Q- Was there an agreement entered into in 19449 
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Q- Do you happen to have a specimen of that wheat 
board contract with you? 
MR 


- MILLIKEN: One was filed, although I have not a 


Copy OL Its 

MR. FILLMORE: If one has been filed, that. is suf- 
ricient. 

BY MR. FILLMORE: 

Q- In some years there were quotas for grain; the 
wheat board set quotas in some years? T understand that 
in those years quotas were established for grain. 

&. In every year there has been quotas, increased accord- 
ing to the elevator space available. This starts at 
o and 5 bushels to the acre. 

Q- And there have been floor prices for wheat and 
other grains? be Theo Ss COrrece. 

Q. Hstablished by the board? die * Yeas 

Q. Now, dealing with your terminal elevators has 


all the grain taken into your country elevators been put 


a) 
T 


into your terminals, or has some been diverted to other 
places? hee FE COUSIOSPaDLS! Quantity Onrine bide pace 
year, unfortunately, has been diverted. 

Qs. Bud On erain’ which is diverted you sometimes get 
What is known as a premium, or something over and above 
the going price. &. & GQiversion charge. 

Q.- On the other hand I presume grain has, been di- 
verted to your terminal elevators from other grain. compan- 
ies. A. In that case we pay them 3 diversion charge. 

Q- So that in your terminal elevators you both re- 
ceive and Pigs premiums for diverting grain? As TRAD wes 
Sorrsct. 


Q- Now, I do not know whether you are in a position 
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to evolve this point, but I am instructed that in the 
season 1945-44, according to your directors! report, you 
received about 1,800,000 bushels more into your terminals 
than came from your country elevators. That appears at 
bores 9 end 10 of your directors! report. If that is not 
correct you may check me on it. A. ~ have not the 
Pepor> here, but if it is in the report it. mist be cor- 
rect. 

Q. Since 19355 the wheat board, I believe, has been 
purchasing part of the wheat delivered into country 
elevators; is that correct? A. I did not get that 
question. Would you repeat it? 

QO. since 19455 the wheat board has bought part of the 
wheat which came to country elevators. As Yes; the 
grower had at any time the choice of delivery to the wheat 
board, or sale on the open market, until December 27, 19434. 

@. When the price dropped down to the floor the 
Ganadian Wheat Board got the grain; and of course if the 
grower could get more in the open market it was sold in 
the open market. Bs. Thal 23 eeneraliy tae. “es, 

Q- So that your company, J take it, sold erain 
which you had purchased through the wheat board both to the 
wheat board and in the open market when you could get a 
better price there. A. Our members did that some- 
times, yes. 

GO. -- Will casl it the Pool Blevator Gompany Giniiee. 
you have in mind the members of that organization. 

A. I may have misunderstood you. It is the members who 
have the freedom of choice. It was not the company who 
had the choice to sell to the wheat board, or otherwise. 
It was the members across the country. 


Q. The wheat which you purchased, for example, on 
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cash purchase tickets at country elevators you could 
either sell on the market, or deliver to the wheat DGRrd. 
A. No, we could not. We could only deliver to the wheat 
board the exact amount that the growers in the country had 
delivered to us on account of the wheat board. 

a. That is, up to the quota. A. : NO; no: whatever 
grain was delivered by the farmers to us wags delivered to 
the wheat board; but we could not buy grain on the open 
market and sell it to the wheat board. 

Q.- I understand that. 

MR. MILLIKEN: The wheat board act would not let 
them, 

BY MR. FILLMORE: 

Q- But did your company then buy grain from the 
wheat board and re-sell it? A ae a now Sure thet 7 
understand your question. 

Bs Did your company~“T believe ‘the wheat board had 
wheat to dispose of, and also some coarse grains in the 
last few years. Has the Hlevator Company bought wheat 
from the wheat board? A. go far as [T understand Lb tHE 
wheat board, under the Wheat Board Act, and through cer- 
tain regulations, are using the existing machinery in the 
disposal of their stock. Pool elevators are in the ex- 
port business and we have purchased wheat from the wheat 
board to fill demands, like all other export people in 
that class of business. I did not understand your ques- 
pon ab first; 

Q- There is one question I should like to ask: 
where the Elevator Company bought grain from 1930, on, 
and before it bought as an agent for the “heat board, did 
it hedge grain as and when it was purchased? ei THO 


you mean up to date? 
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Gr YOR. A. No, it would not be correct to say 
that we did. Generally speaking all these purchases were 
hedged against each purchase. But during the last two 
years, with coarse grains being at the price ceiling, and 
futures being at the price ceiling, it would be foolish to 
hedge. But apart from that situation hedges were always 
put up. 

Q- Prior to that you put on hedges? Kener es § 

Q. Was the Elevator company a member of the Winnipeg 
Grain Exchange, and the Winnipeg Grain Exchange clearing 
association? Av f am Not Clear about thse basis ot the 
membership, whether it is in the name of persons or com- 
panies. 

Q. However, the company had memberships, and I 
believe also belonged to the Lake Shivpers Association. 
wa’ Yess 

Q. iI think a statement has been filed by that 
association to indicate how they operate. JI understand 
it is a sort of clearing house for terminal Operations 
with respect to export grain. How long have Saskatchewan 
Pool Elevators Limited been exporting grain? Ae? Vi ee ie 
not remember the date without looking at the Yecord, But 
I would say that since the inception of the pool we have 
always been exporting grain, either through Canadian Co- 
operative Wheat Producers Limited or through our own 
department. 

q@- So far as your recollection goes, you have 
always had an export grain department? As Yes, either 
through one channel or another. 

Q. And at the present time has Pool BlevatowLimited 
an export department? A. & department of pool elevators, 
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Q Are you familiar with the export business; can 
you explain to the Commission the mechanics of that 


business? BrooWell, Dpean, (out 10 would’ be @ long 


answer e 


- 


MR. MILLIKEN: I see my leamed friend has a brief 
explaining the whole thing to the Commission, and I would 
imagine whoever prepared it might have more expert know- 
ledge about the export business than the president of our 
organization. 

Poe CHATRMAN: Which brief is that? 

MA. MILLIKEN; The exporters of. erain;s: it.has been 
homed y. Mr. ira llmore:. 

Ms HUNARD: They ane relying upon Gun Tracts. and 
Just stating their om case in a very abbreviated form. 
iieyoare noLivecating all the facts of, the. Oreanizabion, 
and. they Tewky pom) our) Drie. to) establish. that, 

Mie PORTER: . Have they been heard, or ane they ~coine 
poise, heapady 

THE CHATRMAN: They have novuvoeen. Neardnvas 

View SeLMOREs. The exporters, in Ghelm prietus eave 
Potretiheoures. as 100, the total sales of @rainad jaw 
positions, according to the financial statement. 

THE CHATRMAN: I understand they have requested to 
give it immediately after your brief is concluded, yr. 
Fillmore. 

MR. HOWARD: sfter the Northwest Line Blevators, 
VeSe 

MR. PORTER: Are we having the witness examined, or 
iSronie;2oine@ amnto the record as evidence, before apihas 
been so placed before the Commission? 

THE CHATRMAN: I do not know, Mr. POrter « 


MR..FILLMORE: I am not going to read this brief. 
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I wish merely to bring out the fact that Saskatchewan 
Pool Elevators Limited is in the export dusiness: that ig, 
they have an export department. 

MR. MILLIKEN: We say that in our brief. 

THE CHATRMaN: Why not ask the witness how they con- 
duct that business. 

BY MR. FILLMORE: 

@- Would you mind giving us a bricf explanation of 
how the Elevator Company conducts that business? Puig earns 
the present time? 

ig om ee a- Well, as T understand it at the present 
time in dealing with wheat the wheat board has set up two 
Classes, class 1 and class 2. Glass 1 wheat has been used 
for what they call mutual aid; and, as J] unilerstand it, the 
wheat board has paid to all those people in the shipping 
and export business a commission for taking care of the 
movement of this wheat to Great Britain and other coun- 
becca, “That is clases 1, Then, (in. respect of clase | 
wheat, that is all the wheat which has been delivered by 
farmers to the wheat board since mpeptember 25, 19434. THe 
wheat board is still using all the export organizations, 
and quote them a price each day which, I think you will 
See almost every day in the grain news as it apvears In 
the Winnipeg Free Press. Hach of the groups is trying 
to get a volume of this business, and they are offered 
Overseas or to the United States on a basis on the price 
set each day by the wheat board, trying to sell so ag to 
allow them a small margin to take care of the cost of 
Operation and, to use their term, a small profit. -That 
is the basis on which we and other exporting companies 
are doing business at the present time. That is wheat. 


Then,deaiing with the coarse grains, of which there 
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has been a large shipment, both to the Ynited gtates and 

oO. eastern Canada in the dast two years, in the main, and 
NMeerlLy\ ol toe time, the price for ald grades of odtg-and 
barley, both top and lower grades have been at the ceiling. 
Naturally, no hedges have been put out because futures 

have been quoted at the same price, which provided no 
carrying charges, in the main; and this grain has been 
PouUsnD Om waG we call. the flat. basis 25 he country; snd 
naturally head to be sold on the flat basis either by the 
elevator companies themselves or by a shipper, or by some- 
body else. Andwin every oase 10 2s oftered at price 
levels to eastern Canada or to the United States which will 
PAveoguataW wee, Sane, margin over cost of operation, plus 
what is called a small profit. 

Pasa GLvLlon. Vo that Chere 16 (some irisk ia connecGuon 
Pircivoheveroort. of srain: to the United States. T say 
Enau ,wecause for the last two years LU has Deen necessary, 
Berereia deal could. be made for exporting in volume 
erain to the United States, to.pay into what is known as 
Beanoguelizeuronutlunds. Tf grain is. sold on. the basis oF 
paying 30 much money into an equalization fund, and then 
bacer.on-it-is.found that that gerain cannot be Celivered, 
there is a certain risk which you might have in selling 
Ones .erain in the United States, and at mors money than 
WouLdNTreccup you for the money you put, into the fund. 
Pueat.is- ihe.only.risk.in the business at, the present 
time. 

BY THE CHATRMAN: 

®. The business is on exactly the same. basis through 

the wheat board, whether applied to your company or to the 


line elevators? An» IGOrreaon, 
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Dae Cideuie Correct) 22 4 69 Beg) be Ors 

S34 Maw FLILLMORE § 

2. And would you mind Nc: to the board ‘the 
procedure as to the method of operation prior to 1943, 
before so much grain was delivered to the wheat board. 

A. I hope you do not wish me to get too technical. 

On MOpi just Make Lt @gnc lear ae) possipie. De Sei as 
the early days of the pool, when Canadian Co-operative 
Wheat Producers Limited were exporting grain --- 

Q. Just start with --- As. Simeo,. that time , do 
you mean? 

a hel BID Le Goy All right. D2 ake dt rorwranted, 
then, when the whole machinery is operated -- that is, the 
Pupures market, 

Qe “Ves. A. The method is something like this: 
phe e@agentv ina position to have. crain t6 sell will make 
export oifers by cable every afternoon after the market 
closes. He takes his chance on whether he can hedge or 
lift his hedge, as the case may be, when the market opens 


may win .or-he may lose; that is the big 


Fo} 
o 


the next day. 
risk in exporting under the old system. 

Taeiyackers are other things to consider) uel 
the necessity of securing and purchasing boat space, and 
buying and again selling sterling, which fluctuates. The 
whole thing, so far as I can see it as a layman, has 
always been a risky business. [In the exporting of grain, 
DIiying to protect yourself against a fluctuating futures 
market, which cannot give any protection until the market 
Ppens the next day -- all this is risky. It. might work 
out on the average throughout the year, but I think it 
has been agreed, even by men in the grain trade, who 


Rave been in the business. for a lone time, that the 
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riskiest business in the whole movement on the open market 
System is the export end of it. I do not know whether 
that is all you wish to know, 

Q- However, your Pool Elevator gompany Limited has 
kept its grain export department in operation all these 
years. Pe 4b DE Sis 

Q- I shoula like to ask a few questions about the 
vOlums of your export business. Tam instructed that, 
according to your 1943 and 1944 reports, the sales of 
itions for export amounted to some 
06,498,000 bushels. Ae Does that include screenings, 
and everything else? 

i wist Sales Of grain for export. Ae a Theat 2 ere 
is export overseas and to the United States and eastern 
pane da. 26: 10? 

@. i shali put these Tigures in as total sales, 
assumed to be mainly for export. 

Mi. MILLIKEN: I am wondering what difference it 
Poiee, Wieticr it 1s 50,000,000 or 50,000,000, | 17 sno dg 
think if Mr. Fillmore asked the witness whether it was a 
considerable sum, for the purposes of the Commission, that 
would be sufficient. I see nothing to be gained in getting 
down to exact figures in this respect. 

MR. FILLMORE: Except to show that there is a sub- 
Stantial volume of business transacted in the export 
department. 

WR. MILLIKEN: I think that can be admitted. 

THS OHATRMAN: Will the figures enlighten us very 
much? i Sm airaid if wé eo into too much vstail 15 wide 
take a very.long time. However, I do not wish to re- 


Strict your examination at all, although we have a great 
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mass of detail already, 

MR. MILLIKEN: We admit it is a considerable volume. 

BY MR. FILLMORE: 

Q. Iam instructed that the sales of grain in all 
positions in 1945-44 was 56,489,586 bushels. Could you 
tell me if you think that is approximately correct? 
ee OO seay DG ASV ott. LS in our report at lieve. 
initely correct. 

BY MR. MILLIKEN: 

Q@. gust a minute, Mr. wesson; Mr. Fillmore did not 
Say it was in the directors! report; he said he was in- 
structed that those were the figures. A. I thought he 
said it was a quotation from our report. 

Me NO, une Cid not say that. 

BY MR. FILLMORE: 

‘ Q@.- Has the volume of your export business increased 
Pipstantial ty in the last four or five years? Axes 
creased from when? 

Q. From 1938-39, up to date, has there been any 
increase from year to year? A. Yes, and so has every- 
body else's increased. 

ee gnocording to your 1946-44 directors’ Yeporhy aus 
bobal sales of grain in all positions made by the: export 
department of Pool #levators Limited up to July, 1944 
was 96,489,586; can you say that if that is in the report 
hu 1s -correct? Aw, Lf thao 16/1 Our weno ate 
Gslinitely correct. 

Gs. chen, I believe you have an office: Qulildine ae 
Regina; that is, the wheat pool has an office building 
in Regina, and receives rents -- it is rented to third 
parties ~- from which you receive rent? Aa Pese  aae 


we charge ourselves rent, too, to carry the building. 
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Q- Has the operation of your country elevators by 
the Wheat Pool Blevators Limited during the past fourteen 
years involved earnings from handling, storing and clean- 
ing grain in the elevators? hs. Yes. | 


Q- And have you also Had earnings from carload lots? 


Q- Now, during the past few years, starting we will 
Say in 1940,have thers not been huge carry-overs of wheat 
in Canada? fe” Theat ts iGorrett: 

Q.- And the wheat has even backed up onto the farms, 
so that for certain periods the farmers were being paid 
storage on their grain. A. I think the wheat board 
paid farm storage for one year ‘oni, 

Qa» In 1940; did your Blevator Company, as well ag 
other grain companies build annexes to your country 
elevators? Ae eo 

Q» So as to take care of the overflow of wheat? 
eS Sh 

Q- And all available storage space, both anithe 
country and in the terminal elevators was pretty well taken 
Up, TienG up to the present time. Av Notali through 
the period. Some has been Shipped out. But in the main 
they have carried a lot of stock in the annexes. 

ie ib Ma ent be of interest to put in the amount of 
the carry-over from year to year. I mM ve a statement 
Showing that, and I shall get it out. on September 27, 
1945, did the wheat board take over all stocks of grain 
in store? A. All stocks except stocks on the farms. 

Q- 1 should say all stocks of wheat. hawt? Ri. 
stocks of wheat in store, except that on the farms. 


2» And this then became known as Grown wheat; that 
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is the term you used in the trade, &. Yes; that is 
the class A I dealt with a minute ago, in connection with 
export business. 

Q- Thereafter did the crown pay Storage charges on 
this wheat? A. The wheat board would have to answer 
that. I presume they would. 

@. Did the wheat board pay --- A. Yes, the wheat 
pearTd peid: 16. 

%- The wheat board paid storage charges? Ae Yes, 

Q.- And the wheat board took it over at a eecrtain 
Sige: ms ie Siler i oy ne oes. 

Q.- And did that leave the elevator companies some 
Herein. of prorit? Ae NO>», 11 Would, note say so. 

pay (i. souioe that. <_< A. It left them without 
Pee, . Cab put ih that way, 

Q- According to the report of the United Grain Grow- 
ers, for 1944, the transfer to the crown of wheat formerly 
owned by that company was profitable. would you verify 
that? Pat oe). Tothiik tT can interpret our position 
pomething like’ this, that inthe few weeks, or the two or 
three months prior to the time when the government changed 
its policy the price of cash wheat was so much higher at 
the nearby depots that at the end of July most grain 
organizations inventoried their stocks, which allowed them 
some margin. What happened was this, as I said a few 
mapuves aco, that it wag mot at « Proll, Cut, thaw FP woul 
say it was taken over without loss, because it merely can- 
celied out those amounts which might have gone into the 
earnings of the previous year. I do not know whether that 
is clear or not. 

q- Thereafter the wheat board paid storage on 


what is known as crown wheat. A. They were paying on 
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it before, because the wheat board, on behalf of the 
crown, took over all wheat board stock, as well as open 
market stock. 

Q.- And on the wheat that your elevator company had 
in store on September 27, 1943, the wheat board paid stor- 
eees [rom and after that date? Ae (Ves, Trot that teames 

Q. Now --+- AS) BOG! CO Ula oy tod 5 cree nee enae 
we paid carrying. charges, not just storage, because carry- 
ing charges include interest on the money that is borrow- 
ed tO pay to, the farmer. So that it is not storage, it 


is carrying charges, 
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Q. That included something for using the space in 
your elevators, both country and terminal? A, The storage 
is for the use of the space, but the total charge includes 
interest on the money. 

mS; thay ie right. Then I think you told’ us that the 
elevator companies enter into agreements with the Canadian 
Wheat Board annually; that is, they have of late years? 

Peo Laas PLent, 

Q@. And is it not also a fact that storage, handling 
and cleaning and drying rates of country and terminal ele- 
vators are fixed by the Board of Grain Commissioners? 

a) A. maximo 18 Pixed, It is snot.a fixed pricey apis 4 
maximum, 

Q. And in July of 1944 did you send a representative 
to the meeting of the Board of Grain Commissioners to con- 
Sider maximum rates for the year 1944-45? A, Yes, sir, 

Q, And was he instructed to ask for a continuation of 
the present minimum rates? A. At one-sixticth, 

BY THE CHAIRMAN: 

Q. What was the rate then? Are you coming to that? 

Mae FILLMORE: I will come to that, 

OQ, Unat is; the storage rate was one=-sixcieta, pus 
your man, I believe, asked for one-fiftieth? A. I could 
not answer that question, 


Q 


“ e@ 


However, tne storage rate was finally fixed at 
one £fifty-fifth of a cent per day? Ay Pardon one 
pve rrunuivon, bul J think you-aroe mixing wo two things, 
the wheat board and the Board of Grain Commissioners? 
QO. No, Viiam talking now about the Board or Grain 


Commissioners, A. I did not attend that meeting, so 
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2 Could. mor telly vou? 

Q. I asked if your representative was instructed to ask 
for a continuation of the present maximum rates during the 
year 1944-45, A. At one-fiftieth, He probably did, be- 
cause that is the maximum, and we always charge less, 

Q. I do not mean the storage only; I mean also rates 
for storage, handling, cleaning and drying. Was he instructed 
to ask for a continuation of tho present rates for all those 
items? tie Ul, ves 5 

Q. That was in July, 1944, Then in September I believe 
you decided to make a change in those rates, you and the other 
buree provincial’ pools? Aor 7 ie other two provincial pools, 

MR. PARKER: Not to make a change; you do not 
mean that, do you? 
BY MR, FILLMORE: 

Q. Did you operate under those rates up until October 1, 
eo eS A) Yes, sir, we aid. 

Q. Then at a meetsing in Rogina on September 22 and 23, 
1944, was it decided -~- T am talking now of a meeting of the 
Canadian Co-operative Wheat Producers Limited, ae MeSul neyo 
that board -- to recommend to each provincial pool board that 
it undertake to make a substantial reduction in handling 
enarges on all grain, and that an effort be made to keep the 
enarees as pniform as possible in the thres provinces? * Snub- 
sequently the pools agreed to the following basic rates, to 
become effective August 1, 1944: 

On consigned grain, 1/4 cent instead of 1-3/4 cents; 
oats, 1/4 cent instead of 1-1/4 cents; barley, 1/4 cent in- 
stead of 1-3/4 cents; rye, 1/4 cent instead of 1-3/4 cents; 
flee, i come instead of 4 cenvs, 

On street grain: flax, 3 cents instead of the wheat 


board spread of 7-1/2 cents; all other grain, 1 cent instead 
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of the wheat board Bates of 3 cents. The usual commission 
and sales and service charges wero retained, Is that a 
correct statement of what took place? Ay Yor, Sig 

THE CHAIRMAN: Let me understand just what that rate 
covers, Is it the handling charges of the grain? 

MR, FILLMORE: That is what it is in here; "a sup- 
stantial reduction in handling charges," 

THE CHAIRMAN: What was the rate at that time, in 
September, before the item you have Justeread? 

MR. FILLMORE: On consigned grain, that is grain Shipped 
a oar Posada’ lots, 4+ 

Q. What do you mean by "consigned grain"? A, That 
would carry a rate of 1-3/4 cents a bushel on the old rate, 

Q. But what is "consigned grain"? Is it grain shipped 
Pe ecorlogd toustand consigned) to, -bh2 Ay (COnsigned tc 
storage in the carload lot. It would be the same thing as 
aig ag that tariff is concerned. 

Q. And the handling charge on:consigned grain, wheat, 
was reduced to 1/4 cent from 1-3/4 cents a bushel? That is 
eorrect? A. That is correct. . 

Q. And oats, 1/4 cents instead of 1-1/4 centa? 

THE CHAIRMAN: Do [I understand that you are Sugge sting 
now, Mr. Fillmore, that there was a rate -- I do not care 
what it was -- in September, 1944, and that what you read 
was the proposal that these rates be cut? 

MR. PARKER: A maximum rate, 

MR, FILLMORE: The rate of 1-1/4 cents, for example, 
was the rate fixed by the Board of Grain Commissioners in 
July as a@ maximum rate. 

MR, PARKER: These rates were to remain for how long? 


MR, FILLMORE: Those were the rates of handling charges 
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which had been in effect for several years, 
THE WITNESS: For a long number of years, 
BY MR, FILLMORE; 

Q. And on street grain, 3 cents instead of the wheat 
board spread of 7-1/2 cents. On all other grain, 1 cent in- 
stead of the wheat board spread of 3 cents. Those were the 
two important items, were they not; the last two involved 
the most money? Ay: Yes, Of course the flax! was. reduced 
Pe ocents, but I think most elevator companies were operating 
at 5 cents prior to that time, and they were already 2-1/2 
cents under the wheat board agreement, 

Q. But on street grain -- street grain means wheat 
bought for cash at the elevator, on cash purchase ticket. 
Poet iisiiieg) i srit not? A, »-That is the term used, 

Q. So that on street grain, that is on wheat and other 
grains, it is 1 cent instead of the wheat board spread of 
> cents, That meant that for the crop year of 1944 the 
growers got 2 cents a bushel more than they would have got 
Por street.pgrain if the old rates had remained in effect? 
me Theat vs Pight., I should add, ‘that dt was made. retroactive 
to August 1 of the same year, 

Q@. And then after you did that, after the Saskat- 
chewan Pool Blevators Limited reduced those charges, the 
other two provincial pools reduced their charges accordingly, 
and IL believe: the other line elevator companies made similar 
reductions, after the reductions were made by the pool? 

A. The Manitoba and Saskatchewan pools adopted the new 
policy on the same date. The Alberta pool followed about 
Pour, or, five days, later, I cannot tell you when the line 


companies came down to that rate. 
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BY THE CHAIRMAN: 

Q. What was the object of the reduction? Ay) D am 
glad somebody asked that question. The oo ject) of this: res 
duction, sir, to use plain farmer Language, was this, When 
we received our financial statement from the previous year, 
in the month of September, we were ashamed of the Surplus; 
it was too big, and we wanted to operate on a basis where 
the surplus or the saving part to be issued would be somewhat 
reasonable. 

Q. Were you satisfied at the time that with the reduc- 
tion you were getting enough to cover the carrying charges? 
A, We were satisfied at the time, when we made that reduction, 
that on the basis of our anticipated handle, with the antici- 
pated amount of grain in store that would be carried and 
Storage paid by the wheat board, we would finish the year, 
as we say in the report, with a substantial saving for dis- 
Peibpution, “LI .might: say this; sir,’ that wefane Very MHL oi 
this statement in this brief in connection with the surplus, 

I cannot think of any miracle which might happen between now 
and the end of July which would stop us from making a statement 
very much stronger than the statement in the brief, 

Q. But you told us that for many years previously 
these rates had existed. Were you as ashamed of your surplus 
in other years as you now say you were? A, No, My,Chairman, 
We had not made these substantial savings in any previous 
year, I mentioned this morning, in reading the brief, in 
dealing with the distribution of surpluses, what we have 
done with the surpluses of previous years, after taking care 
bt Our coat of operation, our depreciation reserve, and, ail 


Our commitments, We found ourselves with $5,877,000, after 
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making provision for 3 per cent on the elevator deductions, 
which represents 4-3/4 cents per bushel on wheat and flax 
and 4-1/4 on oats, barley and rye. Our board, at this meot- 
ing referred to in the report, took the view that the Surplus 
waS excessive, and we decided to make the reduction accord- 
ingly, because the conditions which we anticipated would carry 
through this year on the same basis as we had the yearoberore; 
That is why the reduction was made, sir, 

BY MR, ARNASON: 

Q. Do you think this 1 cent a bushel, or the rate 
following this reduction, would enable you to meet your hand- 
ling charges in the ordinary year, that is considering the 
average yleld of grain over a period of years? A UiLOU wean, 
Mp. Commissioner, that if all this grain was out of the 
country, we were merely moving grain through pool elevators 
and not collecting storage from the wheat board? Do vou mean 
would that be sufficient? No, sir; it definitely would) not, 
I believe the statemert was made definitely that this policy 
was for this year only, and that we would review next year's 
position when it came to about next July. 

BY THE CHAIRMAN: 


Q. Did you require the consent of any aythority to 
Fa } 1 


make that reduction? A. Wop-ste’ We say in the report YW" 


5 ao 6 


that we are within the jurisdiction of the grain commissioners, 
uSing the broad phraseology, but it is within the power of the 
board to determine what charges shall be made. 

Q. Are you speaking now of your board? Ait OMG St aret 
our own board. 
Q Was there any control by the Board of Grain Com- 


missioners? fy; The control of the (Board “of Grain Gom 


missioners over the tariffs dealing with the cost of carload 
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lots, which in the case of wheat was reduced from 1-3/4 cents 
to 1/4 cent -- the rate of 1-3/4 cents is a maximum charge, 
and it does not stop anyone from charging less, 

2. You mean you were always under their maximum? 

A, We have been collecting their maximum on that basis for 
many years; and the wheat board agreement of 3 cents flat on 
the handling of wheat, that was also a maximum. It must be 
So in connection with flax, because we were not the first 
group of people to lower the handling charge of flax to 
5 cents a bushel, sir, 

BY MR, STEER; 

Q. Does not section 83 of the Grain Act require the 
approval of the commissioners? A. For a reduction? 

Q@. Yes; do you not have to file your tariff? A, ‘We 
file the maximum, as far as I know. 

MR, MILLIKEN: Is it not the case that if you want to 
change your maximum you have to get approval? I have not 
looked at the section recently, but that is my recollection, 

THE CHAIRMAN: That is what I understood from Mr, Wesson, 

BY MR, NADEAU: 

Q. How do those reductions compare to your actual gost 
for those handling charges? A. For the actual service 
rendered? 

Q. No, the actual cost of handling charges, What are 
they as compared to the reductions you made? Is it possible 


te 
u 


to compute that? A, You mean to try to determine exactly 

what it costs to handle wheat through 4 country elevator? 
Q. Yes? A. I would say taking the 1 cent a bushel 

alone, if there was no other revenue it would not be suf- 


ficient to take care of the cost, but. there are other revenues, 


which I am sure will be brought out by learned gentlemen before 
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we get through. 
BY THE CHAIRMAN: 

Q. The crop or volume has a good deal to do with that, 
has it not? A. Oh, yes, sir; and we anticipate a very 
large volume again this year; larger than last year, as a 
moLter of fact, 

Q. Otherwise you might not have made the same reductions? 
me Lieu ie correct, 2ir; 

BY MR, FILLMORE: 

Q. Those handling charges, you say, have been reduced 
to below cost? A.) Hor the actual services: in that particul - 
Pert Velde byes 

Q. And you say also. 4% is your policy to reduce charges 
per juet one year, and that it is not contemplated as a perman- 
eat policy? DBO pa Sage, 

Q. Not in any event? A. We made that quite clear in 
the public statement for the year 1944-45, What we will do 
hext year will be different, The rates may be lower yet, 

Q. Did you make a speech over the radio on February 27, 
1945, which is reported in the Western Producer of March 15, 
1945? Bunt probably dids T.made..quite auvews ./ Whetwwes 
it about? 

@. ~The title is, "Taxation and Co-operatives,” (‘That 
pe ethesheading, ‘Did you deliver 16? A. Where was that 
delivered; in Winnipeg or Regina? 

Q. I think you are the one who made the speeches, 

A. I have made more than one, I just want to know which 
Peta be wad that. is ads 

THE CHAIRMAN: Do you propose holding a speaker literally 

to his speech? 


MR, FILLMORE: I propose to read him part of his Speech, 
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Mr. Wesson 


Q. Is the Western Producer your official organ? 


Q. Then you should be able to play with it, A, of want 
to be able to see which speech it is, 

Qs Iwill point it out to you. Pee (RE Se ag 
was made over station CJRC in Winnipeg, to assist the Manitoba 
group in their Series of broadcasts, That is my address, 

Q. You are reported to have Spoken as follows, accord- 
ing to my notes, 

MR, MILLIKEN: Why not road it out of the newspaper and 
then we will be sure how it is poeported.,. I am not questioning 
pour Peliability, Mr, Fillmore, but there may be somo doubt 
as to the reliability of your stenographer, 

BY MR, FILLMORE: 

@. I will read it to you and you can tell me if you 
are correctly reported: 

"Cooperatives are quite satisfied to do business and 
render service to their membership side by side with private 
interests, whether it be as producers or consumers, Quite 
satisfied for them to make what profits they desire, as long 
as cooperatives are left alone to pay back to their members 
the surpluses that do not belong to the cooperative associa- 
tion as an entity, but belong to tho individual members who 
Comprise and own it, 

"On the other hand, if it is finally decided that these 
savings are so-called profits, thon it is obvious that a co- 
Operative, not interested in making a profit for LoseLt, wild 
not make a profit, The consumers movement on the one hand 
will be faced with the necessity of changing its selling 
policy by lowering prices on farm supplies and staples; the 


producer organizations will make savings for their members 
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by raising the price of farm products at delivery point or 
narrowing the margin for service, It is obvious, therefore, 
that if the cooperatives are left strictly alone the govern- 
ment can still continue to get revenue in taxing profits from 
private enterprise, but if the cooperatives are not left alone, 
and are forced to a position where no surplus is shown in the 
balance sheet at the end of the year, private enterprise must 
meet its basis of doing business and will have no profit for 
the government to tax," 

Is that correctly reported? fy (28, Sore eos sund S 
like a petter speech than I thought it was, 

Q. You had better get me to deliver the next one, then. 
Do you see any conflict in your explanation as to why you re- 
duced the rates in September, 1944?- Do you see any conflict 
between the reasons you gave for that action, and the statement 
you made over the radio?” A, No, Sir,’ Mr, Chairigns 2 see 
no conflict, and neither do I sse any connection between the 
two statements, I say that for this reason. The pool organ- 
izations, when they. made the reduction and even to-day, are 
not taxable under the law. The courts may yet have to decide 
that, Had we been dealing with this question on the basis 
of my statement over the radio in Winnipeg, the reduction 
might have been more than 2 cents for the year's crop. 

BY THE CHAIRMAN: 

Q. Was there any discussion with your competitors be- 
fore you made these, rates? hie WO, Bats 

Q. There would hardly be any such discussion? A, No, 
Bit, 

Q. Had the tax situation anything to do with it? 


A, No, sir, It was merely that the earnings were too large. 
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May I repeat that, because I think this is extremely important. 


Had we been dealing with the question of income tax -- that ig 


_not wanting to make a profit, as stated in that radio address -- 


let me say that reduction would have been more than 2 cents 
last year, because we still anticipate a very substantial 
Surplus for distribution next July. I think that should be 
made very clear. There is no connection between the reduction 
of < cents and the question of income tax, because we are not 
taxable -- as yet. 

BY MR, FILLMORE: 

Q. The situation appears to be that even though you re- 
duced the! handling charges to cost or below, Saskatchewan Pool 
Elevators Limited will make money, will still have earnings? 
A. if we-reduced them below cost? How could we? 

Q. I say that even though handling charges were reduced 
to cost, Saskatchewan Pool Elevators Limited will still have 
earnings; in other words, that you could afford to do it? 
me Ll am not very clear on that question yet, 

“THE CHAIRMAN: Not on handling charges, 

BY MR, FILLMORE: 

‘ Q. I understood you to say that if handling charges are 
kept down to where they are, and even if handling charges are 
reduced to actual cost, you will still have revenue from other 
Pources, So you can carry on? A, “So does everyone else, 

ww. hope they have, By the way, I suppose you do fot 
know whether the whole grain trade was represented at that 
meeting with the Board of Grain Commissioners in Winnipeg in 
July, when the maximum rates were fixed? AL. SO Sera 
answer that. I was not there, 

Q. You have mentioned that your company made substantial 


profits in the year ended July 31, 1944. I am speaking now of 


Hata, Sei snp eee Fix Boe 
Par suerte cet Oe at 


5 
ba hy 


ee ee maar: Mie 
re Crain age sinew de ei Hse chk et erent: bias . vi 
com bite: ane unde er Pit dente 4 leah abe sana 
ae pe <> Veg edge 
“ARGUE in va 


(ie asl pO Lieetle adT 


vi th SEL bot ines awieye 


“With” stead Shepp bier awe g 


Py | 


Von Oe peared he See 


Gd quteediey ate ete 
| a: 
i eifedting me satay, - 10) ;eateaee 


Heep: soc ae et 


HY AND. BPs 2 


; i Cage era eee eh 


18h, 


Ss faba gb 
Ee 5 Sk 


ae 


-6703- Mr, Wosson 


saskatchewan Pool Elevators Limited, Did the elevator company 
have the following earnings: gross earnings on grain, Did 
you have earnings on grain? A. What are you quoting from? 
Beeould not tell; 

Q. I am looking at one of your audited reports, A. I do 
not think that document has been filed, Mr, Chairman, I do 
not propose to answer any questions from it, 

THE CHAIRMAN: Mr, Fillmore, I may be very stupid, but I 
do not quite understand it yet. 

Q. Where do the largest part of your surpluses come from, 
Mr. Wesson? Ay Whey come froma number sof sources » itr, 
Chairman. 

Qs What. do you regard ‘as your major source? A, The 
first revenue is always from the grower himself, who pays a 
mene ne charge on ithe (enain. Tiwill tage Lticorwyowwnd 
give you the main ones, Those farmers who choose to leave 
Gaus grain and ship it in carload lots have free storage for 
fatteen days. After fifteen days that: farmer will pay ‘the 
maximum storage that is charged and defined by the Board of 
Grain Commissioners, or he pays the usual storage charge, and 
in this case it would have been one-sixtieth of a cent per 
day. 

BY MR, MILLIKEN: 

Q. 1 think what the Chairman wants to know is not 
these details, but what are the principal items that con- 
stitute the revenue which you receive as a company? my i ners 
are only two principal items; that is, the storage paid by 
the wheat board for carrying this grain -- the storage and 
carrying charge, which includes interest, and the handling 
charges paid by the grower. Those are the two main sources 


of rovenue. 
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BY MR, FILLMORE; 

Q. . Before 1943, let us say from 1930 to 1935, what 
were the principal sources of income of the Pool Elevators 
Limited? he FLOW! 1LO4S- to: 10557 

Q. From 1931 to 1935, before the Canadian Wheat Board 
came into the picture? AY It was not fron storage, because 
grain was not carried to the extent that it has been, Handling 
charges provided the bigger amount of the revenue paid in by 
the producer. 

Q. Did you not have profits from selling grain? Did 
you not sell the grain you bought for more than you pata Tor 
ba? A, Well, in some cases on the open market system that 
meant carrying charges or storage, 

Q. But the Pool Elevators Limited, as you say in your 
erael, Ought, grain. From and after July, 1951, you were 
puying grain, and you were selling on commission? A Yoa; 
Bi?» 

Q. So I take it that what revenue you made came from 
@runer buying and ‘selling grain or handling 1t on commission, 
fs that correct? A, The two main sources of revenue under 
that system is, first, the handling charge paid by the grower, 
Dius a price level created which leaves 4 margin in the 
distant future for carrying that wheat up to that time, In 
other words the storage now paid by the wheat board, under 
the old system was replaced to a very large extent by the 
difference between the cash price and the distant futures 
month in which you were hedging. Whether or not that is too 
wechnical, I do not know, 

BY THE CHAIRMAN: 
Q. The same applies to your competitors? A, The same 


PpoLles To a@ll;. yes. 
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BY MR, FILLMORE; 

Q. Just to shorten it, say from 1931 to 1935, until 
the Canadian Wheat Board came into existence, did Pool 
Elevators Limited have earnings from handling grain on com- 
mission, and from buying and selling grain? at Oey GINS 
of course we did. We had to pay our operating costs from 
something. 

Q. And did you, from 1935 to 1943, have earnings from 
buying and selling coarse grains? A, I could not say yes 
to that question, because in 1937 I know that our LEGULO 
position was reduced by nearly $2,000,000, so we did not 
make anything that year, 

Q. I should leave out 1937; you had a loss of over a 
million dollars in that year? A. Yes, siz. 

Q. We should leave that out. The Elevator Company 
Limited paid that loss, did it, Mr. Wesson? You did not 
call upon the members to pay that loss? A. It was absorbed 
from our reserves, commercial reserve and other reserves at 
the tim. 

Q. Then except for the year 19437, between 1935 and 
September, 1943, did the Pool Elevators Company Limited make 
money through buying and selling coarse grains? A, Coarse 
grains or anything else, Mr. Chairman; in 1956-437 there was 
not sufficient volume produced and handled to cover our 
operating costs and set up any depreciation, In 1937-38 
there definitely was not. In 1938-39 there was enough Surplus 
to set up a 1 per cent depreciation only. Those were the 
three bad Baa: so we certainly did not make any so-called 
profit then, The volume was not there, 


Q. We will come to the amount of your earnings later, 
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because you had enough to pay patronage dividends, according 
to your brief. Except for that one bad year, 1937, did the 
Elevator Company make money from buying and selling grain? 
A, We saved money for our members, sir. 

Q. All right; that is what I have been trying to find 
out, There was a saving, as you call it now. I believe you 
refer to it in your directors! reports;and in your auditors! 
statement you have statements of revenue and expense? 

A, Yes, sir; that is the auditors' way of doing business, 

Q. And the difference between the two is called earnings. 
That is your own terminology in your own reports; earnings 
and net earnings, is it not? A. Yes. That is the termin- 
Ology used by auditors and accountants, but we prefer to call 
them savings, 

Q. And the company as such has net earnings, and has 
had net earnings from year to year. Is that the case? 
mer rves; exceptin some years, 

Qs Hxeept in 1937. Both the Pool Hlevators Limited and 
the pools have had interest on bonds? You have received 
interest on large amounts of government bonds? Pipe one Og eat! 5 
and we have also paid interest for the use of the same money. 

Q. You have paid interest to the bank from time to time, 
but you have received interest on large amounts of government 
bonds? That.is, both, the companies have received it? 

A, But I want to repeat that those government bonds, the 
money was borrowed and the equivalent of interest was vaid to 
the bank every day. 

Q. We have heard that from every cooperative that has 
bonds. It always uses the money to pay interest to the banks. 
A, In this case it is the exact equivalent, Jt is not some 


other interest; it is the exact equivalent. 
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Q. We will take the case of the wheat pool, for example, 
which is the parent company. Do you mean to say that the 
amount of interest received on your dominion and provincial . 
government bonds was exactly the amount that you pald to the 

ank for interest on borrowed money? A, I mean to say this, 
that handling the amount of grain we are handling at the 
present time, all our liquid cash is tied up in those grain 
stocks, in addition to which we have a very large line of 

prod t.. I think this is public knowledge. We have bought 
Substantial blocks of Victory bonds from time to time, 
Supposing it is a million and a half, as it was the last time, 
We borrow that million and a half from the banks, and we pay 
them 3 per cent, the exact equivalent of what the bonds pay us. 
In other words, we use our credit to underwrite the money at 
the time the government needs it. 

Q. To put it in another way, do you mean you have always 
borrowed the money from the banks to buy Ne DONG ae Aue vege 
sir. 

“Ye | That 28° just putting it in another way, them. The 
wheat pool, however, the parent company has had income. in the 
way of dividends from the subsidiary companies, has it not? 

A, The wheat pools! only source of revenue is the interest 
that is paid to it for the use of its commercial reserve, 
That is the only revenue. 

Q. Has the wheat pool had money paid to it every year 
by Pool Elevators Limited? An, AS LT have said, forthe use 
of its commercial reserve and other liquid capital, 

Q@. Just let me put it in my way, then. The wheat pool 
is a shareholder holding about $12,000,000 worth of stock in 
Pool Elevators Limited, and each year the wheat. pool has re- 


ceived from Pool Elevators Limited a certain sum of money? 
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A, Only for the liquid commercial reserve. Not for the 
elevator deductions, Only for the last two years, 

Q. Iam only putting it to you that they have got 
money from the elevator companies? me) 42. UNI ak eeouid 
make this clear, if you do not tind, Mp, Chainman. the 
Elevator Company, for the use of money invested in pool 
elevators -- and we are all the same people; I think the 
brief makes that very clear -- if earnings are made to pay 
interest, as it was for the last two years, to pay interest 
at 3 per cent, that money is paid; but it is paid by the 
pool out to the growers who own these certificates, That is 
a straight saw-off., The other revenue the pool receives 
direct from the elevator department, or the elevator company, 
is that if they are using $6,000,000 of our commercial re- 
serve, liquid cash, liquid funds, to finance the buying and 
the storing of wheat for the wheat board, and grain, then 
the elevator company pays to the pool interest in exactly 
the same way we will pay interest to the banks for money 
borrowed for exactly the same purpose, 

BY THE CHAIRMAN: 

Q@. While you are on that, have you no element of 
investment income whatever? You have said your Victory 
bonds -- and that would be investment income -- balance off 
with your interest payments? Ae Fer aie 

Q. Have you no element of wholly independent investment 
income ? Ae TL eannot think of any, 

Q@, What about the Regina building? Do you rent 
offices in that building? A. Yes, we rent them to ourselves, 

Q. Is that not investment income? A, I think probably 


it would be; yes. 


Neat 


sy ‘ =) 
; at EB 
P a “ 
ro NM S nf 
Z Ca ; 
oe y ; 
a, ey : ‘a ‘ 
ee Ly 2 
oy " 
3 % 5 
seu. 
- 
tr 
‘ 
(23 iP : 
2 AS 
> . 
Sea LS 
; ie 
eos > 
ne M 


. 
< E eee 
= ¥ 
Fi ae 
. «/ 


ves 
— : 

Ved : 

” 


-6709- Mr, Wesson 


Q. Is there anything else of that kind? A. I will 
have to bring you the information, I cannot remember off- 
hand. I could not answer the question, 

BY MR. FILLMORE; 

Q. In the year ended July 31, 1944, did Saskatchewan 
Co-operative Producers Limited receive $1,107,505.80, which 
is designated in your books under the heading of income, and 
secondly, "share of earnings, Saskatchewan Pool Elevators 
Limited"? ‘A. I would submit that the gentleman is asking 
mé a question from a document which has not yet been filed, 

Q. I am not asking you from a document; I am asking you 
a question, You are the president of the company, and I am 
asking you if Saskatchewan pauesen es Producers Limited 
got $1,107,505.80 out of the earnings of the Pool Elevators 


Limited? A, Whatever the figure is, that money was turned 


over to meet the 1929 overpayment, in principal and interest. 


I would not vouch for the figure, but that is what the money 
was there for, 

Q. Was it paid? A, The Pool Elevators are guarantors 
OF the pool, 

Q. Was it paid out in the way of interest to anybody 
on anything? A, The amount of money you are referring to? 

Q. Yes, the $1,107,505.80 which I am instructed the 
Saskatchewan Co-operative Producers Limited got from the 
Klevator Company in the year 1944, Was that paid out by the 
Saskatchewan Producers Limited to anybody in the way of 
interest? A. Without dealing with specific figures i would 
Say this, that any money paid over by Saskatchewan Pool 
Elevators to the Saskatchewan Wheat Pool, apart from interest 
paid for the use of liquid funds out of the commercial reserve, 


was turned over to either meet the current payment to the 
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provincial government or to replace money already paid from 
the commercial reserve, and I do not propose to go any further 
into details and figures in that regard, | 

Q. You have paid, that is the Saskatchewan Wheat Pool 


has paid, the provincial government over $7,000,000 principal 


and over $7,000,000 interest? A eet errs 


Q. Since 1930? A,” Yes, “Sir, “in other worde ane 
Savings to pool members handling grain through pool elevators 
has been used to pay their own indebtedness, 

Q, You have had a lot of new members since 1930, have 
you not? Ay “Yes, sir. 

are YOU would not say that any of their savings went 
to pay the debts of old members? A, Up until 1938 -- 
i think it is included in this report -- an allocation was 
made to each grower to reduce his own indebtedness, From 
1938 on we changed the policy to what was known as the 
company loss, for this reason; that taking a cross-section 
of the whole province, the different municipalities, we found 
that to all intents and purposes the same people were paying 
their own debts, almost in the same proportion or on the same 
basis as they were incurred in regard to deliveries in 1929, 
To save all kinds of costs in bookkeeping we determined it 
to be a company loss, and it has been dealt with on that basis 
Since that time. Those new growers or those new members who 
have joined the orgarization are fully aware of what the 
position is, They know when they put grain through the pool 
elevators that this commitment must be taken care of from 
Savings before they can participate, They know that, 

Q. Well, Saskatchewan Co-operative Producers Limited 


has received money from year to year and from time to time 
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from these subsidiary companies, Is that not a fact? 
A. From pool elevators, 

Q. And some small amounts from some other companies? 
A. I cannot think of any others, 

Q. Then the terminal elevators are operated by Pool 
Terminals Limited, are they not? Re (MBS Ghee; 

Q. And has Pool Terminals Limited had earnings, both 
from the export business and from the storing and elevating 
and cleaning of grain? A, No revenue from export business, 
We do not export. 

Q. Has it had revenue from storing, elevating and 
Cleaning grain? Eee | NOS, Rais 

Oy lind vine diversion of serdenings? o: Ayo Vos, fair, 
Manufacturing screenings, and a lot of other things on which 
they save money. 

Q. Those earnings, then, go to Saskatchewan Pool 
Elevators Limited? i, That 15 Pight. siz, 

Q. And eventually go to make up that $5,800,000 surplus, 
or whatever you call it, which you had at» the end of 1944? 

Swi tneaelsa- right, sir, 

Q@. And is that surplus also made up of some dealing in 
coal and twine and flour? Ae “ato, reir. ) We do. ee aes Tin 
Goals “wine, or flour. 

Q. None of your companies? Do any of your conpanies 
meal in coal, twine or flour? A. I. do not think "the other 
pools do, and I can say definitely we do not. The Federated 
Co-operatives transact that business in Saskatchewan, 

Q. The Pool Elevators Limited, according to their 
1943 and 1944 annual reports, have had very large profits 
from 1925 to July 31, 1944. I am referring to page 52, and 


I find the following statement, which is No.7: 


(Le 2 prez oveke 


Nt ny 


‘a ant ‘£049 deaths teh ple 


eh ae at a wae on he that cbyibietersi: a IER oe 
oi no Se Pies Ba MAS ; oF mt: r Bo. er Let: i Ofer: 


aa 
i 


. 
a os ie fee 


EES S| 


arene? thes nega 


; ipl \ = j ‘ 
fh Mee | a. 5 i >), = hee: pow 
vn Ghar a . - 
f \ feee “ *, iN on eage 
| is ee LS ¢ wah: Seeenit.g, Bape 
‘ i S. <i 
’ ; rac: oy Bz 
> 5 ’ F re f 


0 4 ‘ F ; . + “ rm Teer “ ‘ a 5 , 
beget) a e - : 7 P ee ee ti PS a el ve 


ae ¥ Ren 
\ es p x a Ds Bre A 4 ee wo vam ks 
re é Fs n \ a Oe 5 .* mS Mall fo 21 ay p00 att eg 
/- “ eee rece iH tes: 
$ pee Ts aes Sh seria ee 
ce é < © tae oh 


< 
' 
a 


ee oreo ea : ; , 
3 | ‘i coh 


- fo k oS ty F Ss { yap) Dir reece g me oe * P -< 
5 ahh (yf vd Eee, : eS 2 . "lo o roe Ps ins vs bas Ay es a ‘oS i %. 
t's) t Oe. fed 120s whe +. Bs, . y 
S =) #3 7 oe J ; ® 


po . 
Nokes a Ft 7H 
; 
; - 
. ro 
} A i » eed m4 
/ , 4 pr eB. 
» ‘ Me? ‘ss 
‘el 
. 
‘a I 
u 
, 
* 
. 


=O7Lo- Mr, Wesson 


"Net earnings, total, 1925 to 1944, $38,952,535," 

f presume we can take that to be correct, what we find in 
your reports? Aa (ees 

Q. This further indicates the sum of $5,877,000 for 
your 1944 earnings? AL PRA 2S Piet, 

Q. Then you use the expression "net earnings" and 
sO Torth, 

MR, MILLIKEN: Are you referring to the 1943 report? 

MR. FILLMORE: Page 65 of the 1944 report, 

Q. Those are the earnings of the elevator company only? 
A. That is right, 

Q. The growers, the farmers are not members of Elevator 
Company’ Limited, are they? The farmers or growers are 
mempers of the wheat pool? See 2 oc Bean ca ie eo a 

Q. And the wheat pool owns all the shares in the 
Elevator Company? A. All except 16 qualifying shares for 
foe board of directors, 

Q. However, the Elevator Company has been paying 
patronage dividends, or whatever monays were distributed 
from your to year, to the members of the wheat. pool? 

A, They are all the same people. 

O, [8 there anything in your articles oF associaiion, 
or have you anything in writing, whereby the Hlevator Company 
pays money direct to the members of the wheat pool, other 
than this by-law which was passed in November, 1931? A. I 
cannot answer that question, 

Q. The by-law reads; 

"Notwithstanding anything contained in this article, 
any part of the profits or surplus earnings of the company 


! 1 iW 
may be paid or credited to members of the company -- 
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And so on, Is there any other authority, anything in 
writing, by virtue of which Saskatchewan Pool Elevators 
Limited pay money directly to the members of the Saskatchewan 
Wheat Pool? Ay 1-00 not know, (The only answer I can give 
is that all these shares are held in trust by the wheat pool 
on behalf of its members, Iam not a lawyer; I cannot twist 
ali the legal stuff inside out. 

Q. Have you anything in writing to show that they are 
held in trust? A. I could not answer that. 

MR, MILLIKEN: There is the growers! contract, 

THE CHAIRMAN: While we are dcaling with these articles 
S asso0ciation of 1931, perhaps. I can ask Mr. Milliken how 
the word "profits" slipped in there, 

MR, MILLIKEN: Well, Mr,. Chairman, we have adopted the 
words of our auditors and accountants, It is quite obvious, 
“kg you look at our organization, that if we had set LE up. vo 
avoid the payment of income tax, there would have been 
different words used, 

THE CHAIRMAN: Does the juxtaposition of the words 
"profits" and "surplus earnings" mean that "surplus earnings" 
may be taken as a definition of "profits"? 

MR... MILLIKEN: No, All we are trying to say is that 
the excess or overcharge can be refunded on the basis of the 
volume of business done, For years we carried on without that 
Clause at all. I always had considerable doubt about doing 
it without the clause, and I had a little doubt about being 
able to do it just by an article, but I am satisfied that if 
anyone took us into court to-day they could compel us to pay 
it under the Obligation that we held out for twenty years, 
that we would pay it. In the wording of that clause we were 


not thinking about a distinction between profit and Surplus 
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earnings, or anything of the kind, We were not thinking at 
S11 about income tax when that was put in there, 

MR. ARNASON: You are following to some extent the 
wording of the Companies Act? 

MR, MILLIKEN: That is copied pretty closely; I remember 
checking it at the time, before I drafted it, Wiuh what: ts in 
the United Grain Growers Act, passed by the Dominion Govern- 
ment in 1911, and also in the Saskatchewan Co-operative 
Blevator Companies Act. I remember looking at the wording 
of both those sections before I drafted it. It was very 
Gifficult to get a precedent for it, 

BY MR, FILLMORE: 

wae think ot has been brought out already, Mr.Wesson, 
that the Saskatchewan Pool gets some income from Canadian 
Pool agencies,and the Pool Insurance Company has paid a so- 
called patronage dividend to the Pool Elevator Company? 
aa ¥os, In the last analysis what it does is.lower the: cost 
of insurance for the pool organization, 

Q. In addition, is the Elevator Company getting rents 
from the building; and does it also get rents from agents! 
cottages? aye VSS, S205 nov Surricient tompay invereat. on 
the money and depreciation, incidentally. 

Q. Do you remember how many agents! cottages there are? 
Seewno, I cannot rethember. About 600, I think, 

G I think I have already asked you, but is there any- 
thing other than this by-law of November, 1931; anything else 
er writing, which deals ‘with the right or obligation: of 
Pool Elevator Company Limited to pay any money to the members 
of the Saskatchewan Pool? A. I cannot answer that, “I know 
that it has been done since 1925, to the oxtent of over 


$11,000,000 up to the end of last year, 
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Q. AS far as you are aware, you know of no other 
written authority? A. JI could not answer that, It is 
accepted as custom, 

Qe" I believe that up to July 31, 1944, you had about 
127,000 members of the wheat pool, Would that be about the 
right number? A. That is approximately the total recorded 
number, 

Qe And have you the form of application? 

MR, MILLIKEN: It has been filed with the Commission. 

BY MR, FILLMORE: 

Q. In order to show how anyone may become a member of 
the Saskatchewan Pool I will ask you first if the advertisement 
I am now showing you was put in by your company. It is in 
the Western Producer of March 26, 1942, AO, VVes, eae) He. 
remember it well. 

Q. I am just reading this to show how you can become 
& member of the pool: 

"Now take the case of Mr. X. Mr. X is a Saskatchewan. 
farmer, In the 1940-41 crop season Mr, X delivered approx- 
imately 9,000 bushels of wheat to pool edeKe temen but un- 
fortunately Mr. X was not a member of the pool. 

"For the crop season 1940-41 Saskatchewan Pool Elevators 
refunded to patron shareholders excess charges amounting to 
$900,000. 

"If Mr, X had been a shareholder of Saskatchewan Co- 
Operative Wheat Producers Limited prior to July 31, 1941, his 
Share of the refund would have been $90 on his 1940-41 
deliveries, half of which would have been paid in cash, the 
balance being used for the purchase of commercial reserve and 
@levator deduction certificates to be credited to him, | 


"During the past two crop years, Saskatchewan Pool 
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Elevators have distributed close to $1,500,000 to patron 
shareholders in the form of excess charges refunds, 

"If you are not a shareholder, sec your nearest pool 
agent --" 
and so on, Can a man become a member of the Saskatchewan 
Pool by paying $1 and making an application? A, He must 
Sign an application and send his dollar in with the applica- 
tion to become a member, and then it must be accepted by the 
wheat pool board, 

Q. say that a farmer wanted to get some part of the 
distribution which was Authorized by your directors last 
September; say he wanted to get some part of this $5,800,000. 
If he has delivered wheat to you at airy, Wime, since, Los, Af 
he has delivered over 500 bushels of wheat to you at any time 
Since then, could he now share in that distribution if and 
when it is made? A, If che: signed an application 
before the end of the previous July he is entitled to his 
Share in that year only; not in previous years, 

Q. But if he sends in an application now, Supposing 
a man is not a-member, but if he turns in an application now, 
could he take part in the earnings up to July 31, 19449 
Ae- No, not 1944; 1945, 

2.0.26 SOuUlLd not relate) back? a) DGS Gas 

Q. According to your brief, Mr, Wesson, you have paid 
out some $11,000,000 in patronage dividends? A, Excess 
Charges refund, we call it. 

Q. You say, "when surpluses have been available," What 
do you mean by "surpluses"? Do you mean the net earnings? 
Do you es to the net earnings of Pool Elevator Limited? 


A. All the surpluses are savings. What is left after the 
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cost of operation, plus depreciation and the meeting of all 
commitments becomes surplus for distribution, 
Q. They are net earnings while they are in the hands 


of the elevator company, and they become excess charges refund 


when the cheques are made out? A. It merely means we have 


, : p 
a er 
4 = aes 


charged our mombers too much from the time they have delivered 
the grain, and we are Giving them the money back, because we 
| ere & non-profit organization, 

i Q. You say in your brief that most of the earnings, or 
however it is desicnated by the company, were paid out in 
patronage dividends? A. What page is that? 

Qs. Our brief states: 

"The Saskatchewan Wheat Pool, on the other hand, 
distributes the larger portion of its Savings back to its 
member patrons on the basis of the volume of grain delivered, 
as a refund of excess handling charges." 

A. That is right; and we repeat the same thing in paragraph 22, 

Q. Let us start with the year 1950, when you say that 
the excess charges refund was $746,118.10. Let me call your 
attention first to statement No.7, to which I referred be- 
fore, of your directors! report for 1943-44, You have a 
heading there: "Distribution of earnings, excess charges 
refund paid to growers; $5,447,737." 

That is paid, 

"Credits to grovers; overpayments; accounts, $2,559,217." 

Then you have allocated for distribution on deliveries, 
Season 1941-42, $1,026,000; allocated for distribution on 
deliveries,season 1942-43, $1,800,000, and the figure for 
1943-44 is not given, That is a total of $11,000,000 out of 
$31,000,000. You can perhaps look at that during the adjourn- 


ment, but if you take those tables I think you will see that 
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you have not by any means paid out all the earnings to patrons, 
A, I can answer the question now; I do not need to wait, 
From 1950 to 1938, all that group of figures which amounts 
PO e150, 217) 14. 
BY MR, MILLIKEN: 

Q. That is not the point Mr, Fillmore is reforming ta, 
He 18s pointing out to you that of the total of $31,000,000 
received, only some $11,000,000 was paid out in the form of 
refunds or allocated, and that therefore you have not paid 
Out the greater part of it. That is what Mr, Fillmore is 
saying to you. There are these items; and have you not paid 
on principal and interest on the government debt, in addition 
to those items? A, That is what I was coming to, At that 
time this $2,550,000 represented the full amount of the 
principal of the overpayment, and this money was credited to 
those growers who had an Overpayment, to reduce their in- 
debtedness, in other words they were paying their own debt. 
The balance of the question was answered bye Merion: 

BY MR, FILLMORE: 

Q. Then just look at your patronage dividends for a 

moment, You say the surplus for the years 1932 to 1938 was 


distributed on the basis of the volume of business done over 


that period, for each period of twelve months? hy) ie ba 8 
ca e$ a eam 
; Q. And that amount was $2,849,283? A. The figure 
B® is $2,559,217. 
Q. And that was applied against the 1929-30 overpay- 


ment? how oct Seip ent, 


Q. Then there was a balance of $209,000 on elevator 


t 


deduction reserve certificates? A. That belonged to the 
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Growers who had already more than paid the Se rceeceea nee and 
the money was used to give them an additional equity in the 
ee eoni2oulon, 

Q. Do you know what your net earnings were, or what was 
the income of Saskatchewan Pool Elevators Company Limited 
from 1932 to 1938? A. No, I have not that in front of me. 

Q. Then let us start with 1939-40, You say that you 
paid patronage dividends in 1940 of $500,000, according to 
your statement? A, -I think that is Cae, 

Q. Was that applied half cash and the balance in 
elevator reserve deduction certificates? Ae Lon, SLE, 

Q. During the fiscal year 1940-41; but does not your 
statement show that your net earnings for that same period 
fers ape o 8 Bikes oi Grae an Ae Dhevo Now the rieures, but Lian quite 
Sure in that particular year we set up & considerable amount 
of money in reserve to replace the huge loss in 1937-28, which 
we were entitled to do, according to the letters we received 
from the Income Tax Department, which authorized us to set up 
a reserve, 

@,. According to that you did not pay even half of your 
net earnings of the elevator company to patrons; and then 
Out of that amount, which wis less than half, you paid one- 
half in cash and the balance in clevator reserve deductions? 
me That is right. 

Q. ©o that would not be paying most of your earnings 
to the patrons, would it? A. That applied in 1940 and 1941, 
both, We were trying to recoup ourselves from the losses of 
1937, and build up. the reserve, 

Q. -No doubt you had a good reason for it, but I am 
pointing out that you were not distributing the net earnings 


in cash among the patrons of the wheat pool. A, Yes, that 


CYOL ore) 
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is correct; but I would like to make this position clear, 
While there may be plenty of legal argument as to what you 
Should do and what you should not do, the fact remains that 
Our delegates who represent the Shareholders deal with these 
figures, Looking back to 1938, when we saw our liquid 
position depleted by almost $2,000,000, and realizing that 
we had to have at least enough money in what is known as the 
contingent reserve to take care of Such years as 1937, and 
not knowing when it would be repeated, they docided in their 
own wisdom, representing the growers in the country, that we 
Should retain a substantial sum in the interest of maintaining 
a strong financial organization, rendering service to the 
growers in the future; and it was because of that decision 
that in that year and the year following a substantial amount 
was put into what is known as the elevator reserve, which we 
believed we had every right to do under Section 4(p) of the 
Income War Tax Act, and on the basis of the letters which 
were referred to in our statement. Since that time that fund 
has not been augmented, and in all these years the money has 
been pretty well paid to the growers, 

BY THE CHAIRMAN: 

Qe What I understood Mr, Fillmore to be asking you was, 
do you reconcile that position absolutely with cooperative 
principles? SG) NGS ele, wou, 

THE CHAIRMAN: was that the point? 

MR, FILLMORE: Yes, my Lord, Iam trylne oe pein out 
that they have not distributed cash amongst the growers -- 


MR, MILLIKEN: If you can find those words in the brief, 


read them. -We have carefully pointed out how we distributed 


this money, and at the request of Mr, Parker I had the witness 
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explain how it was done other than in cash. We do not 
say any place that they were all distributed in cash, 

MR, FILLMORE: I took those words from Pawo’ Sor ‘the 
aah Ae il 3 

"The Saskatchewan Pool, cn the other hand, distributes 
the larger portion of its savings back to its member patrons 
on the basis of the volume of grain delivered, as a refund of 
excess handling charges,” 

MR, MILLIKEN: And it has always taken care of what it 
considers te necessary reserves, But it does not say anywhere 
that these refunds are made in cash, 

THE CHATRMAN: I think we will adjourn at this point 


and. resume at 10’ Olelock tomorrow, 


---Whereupon the Commission adjourned to meet again on 
Tyesdey, Rori' 2+, 1945, at 10 asm, 
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ON CO-OPERATIVES 


a ter ee Nene Penn en ree nen anh nemenernena 


The Commission appointed to inquire into 
the present position of cooperatives in the matter 
of income and excess profits tax, organization and 
business methods and operations, and the comparative 
position of persons engaged in business directly 
competitive therewith, met in Ottawa, on Tuesday, 


April 24, 1945, 
PRESENT: - 
The Hon, Mr. Justice ERROL M, McDOUGALL, Chairman 
B. N. ARNASON ) 
a SLL Orr Commissioners 
J. M, NADEAU 
J, J. VAUGHAN ; 
Hugene T, Parker, K.C, Counsel 


mOger Brossard, 


Weajor oH, D, Woods.) 
J. A, Chapdelaine ) 


Colonel G. W. Ross 
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Ottawa, 
Tuesday, 
April 24, 1945, 
The Commission met at 10 Bolte UP, Justice 


McDougall presiding, 
JOHN H. WESSON, examination continued, 


MR. MILLIKEN: Before Mr. Fillmore continues, I would 
like to make a correction in yesterday's evidence, at page 
6697. Discussing the reduction in the rates which the 
pool elevators. pub an dast fait you, sir, down near the 
pottom of. the page,asked the witness if they had to get the 
consent of anyone to make that reduction, and the answer 
is "No, sir". Mr, Steer was good enough to draw our atten- 
Fapn LO section. 82 of the -Canada: Grain Act. -4 a Heal hot 
read it.when he drew my attention to it -- which provides 
that, in respect of any change, notice must be given the 
Board of Grain Commissioners three days before it goes into 
effect, Last evening I had a copy of the letter written 
by the manager of the pool elevators to the Board of Grain 
Commissioners notifying them of the change in accordance 
with section 83, That is correct, Mr. Wesson, is it not? 

THE WITNESS: I am very sorry, I did not follow the 
question, I was looking at something else at the moment. 

MR. MILLIKEN: I was asking you if it was correct that 
your conpany did notify the Board of Grain Commissioners, 
in accordance with section 83 of the Canada Grain Act, be- 
fore they lowered the rates last fall, 

THE WITNESS: I thought I had said "I don't know", but 
apparently I said "no", I should have said I don't know. 

MR, MILLIKEN: You will find it on page 6697 away down 


the page. The answer is "No, sir", and it should be yes, 
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THE WITNESS: The answer should have been, I don't know, 
because I didn't, 

BY MR, FILLMORE; 

Q. We were dealing with the 1940-41 patronage dividend 
which you show as $900,000 and we show a little larger, 
However, was not that dividend for the season 1941-42 on the 
basis of wheat 2 cents a bushel, flax 14 cents a bushel, 
oats, barley and rye 1 cent a bushel, half cash and the 
balance in elevator reserves deduction certificates during 
the fiscal year 1942-43? A, Yes; that is correct, 

Q. The elevator company's earnings for the year ended 
July 31, 1941, according to the directors! report, appears 
BO Ye $2,175,0519" A, that year we set up a reserve to 
replace the loss I mentioned yesterday from 1937, which we 
had every right to do, as we understood, under section 4(p). 

®. <f am bringing out the amount.of net earnings of the 
elevator company as shown by the directors! report, For the 
year 1942-43 you show patronage dividends of $1,030,000 and 
pur. cAlcniatiiions show $1,739,303. I will not.¢@6 tntovthe 
discrepancy there; I will mention it in a moment. However, 
wae 103 S.ti0\ basis: wheat and flax @ cents @ bushel, cates, 
barley and rye 13 cents a bushel, payable 3 cent a bushel in 
elevator reserve deduction certificates, the balance in cash, 
during the fiscal year 1943-44, 

MR, MILLIKEN: If Mr. Wesson has not the figures before 
him J:do mot) know how he can be asked to say whether that is 
the basis. 

MR, FILLMORE: I am instructed -- however, I will not 
press it. I understand the Commission has the directors! re- 
ports, and I think that appears at page 52. 


MR. MILLIKEN: We also have a complete and detailed 
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statement, in respect of each class of grain, how much per 
bushel the se patronage dividends were; but it is not possible 
for the witness to remember the figures, 

BY MR, FILLMORE: 

Qe. cAthany rate, that is where the information will be 
found, Then for the year ended 1943-44, I believe you de- 
clared a patronage dividend already stated, of $5,877,331.45? 
feo -Thetda right, 

Q@. That was on the basis, wheat and flax 4-3/4 cents 
and oats, barley and rye 44+ cents, $ cent a bushel cash, 
balance in elevator reserves, deduction certificates? 
Peeenid on repeat that? 

O.> One-half cent a bushel,in cash.and the balance in 
elevator reserves, deduction certificates? A, whe tie Noy 
correct. One-half cent a bushel is to be used for the pur- 
chase of deductions from reserves, from estates and others 
to the credit of the new members. The balance, at the rate 
of 42 and 3-3/4 respectively, is set up, or being now set 
up as a credit to those who delivered and will remain there 
subject to the final position of the income tax question 
being settled. If it is finally settled that we are non- 
taxable, then naturally the money will be paid to the 
growers on the pasis of the records. 

Q@. However, your declaration of dividends does provide 


for the disposition one way oF another of -- A WAG eae 


Bess) CAMO Gy 


Oe eg lc ee amount of the net profit? hi. ARGS 
3 per cent interest on elevator deductions. 

Q. And that is the first year in which you did dispose 
of -- or rather in which your declaration as to patronage 


dividends covered the net earnings of the elevator company? 
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A. Yes, Might I explain that,as regards the previous year, 


1942-43, and the $1,800,000 which you referred to as having 
been set up, we put at that time into undivided surplus 
$1,122,000 and it was put there for exactly the same reason, 
until the whole income tax question was settled. The record 
is still there for the money to be paid. 

MR. MILLIKEN: In order to be sure that Mr, Wesson 
understands the question Mr, Fillmore asked, if that was 
Ooo Tirat:‘yoar he: had ever declaredall surplusvearnings es 
patronage dividend, that takes you back to 1926, 

MR, FILLMORE: I will amend the question and say since 
1931. 

PHE WITNESS: *That is) correct,’ since’ L95L. 

MR, FILLMORE: Now, Mr. Chairman, we have made some 
calculations in our brief as to the net earnings on the 
patronage dividends and as to the amount paid from year to 
year by the elevator company out of its earnings to the 
wheat pool. 

MR, MILLIKEN: Where do you say that sa —=) daayour 
ior Ler? 

MR, FILLMORE: I say, in our brief, in the schedule to 
our brief. There are. some GaAtcilatyons here == 

MR, MILLIKEN: But we have not got your bpriet Defore 
the Commission at the present time. 

MR, FILLMORE: I will not refer to it then. 

THE CHAIRMAN: I assume that what Mr, Fillmore is doing 
is making such proof for his brief as he can now instead of 
calling the witness back. 

MR, FILLMORE: That is al1 I have in mind. 

MR, MILLIKEN: The pest proof of the earnings will be 


found in the company's own records, You have its audited 
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statements for the past ten years, Why Mr. Fillmore should 
come with figures he has made up -- we do not know how he has 
made them up -- and undertake to prove that our figures are 
feo correcn, I .do0 not’ know. 

THE CHAIRMAN: I do not know any more than you do, 
ir, tiiliken, but [do see what he’ is trying to don He is 
erying To prove a fact: in his briefm. How beouver (ean he prove 
it than out of the mouth of the manager of the company? 

Me, MILLIKEN: He’ can do so when he is proving nis prises } 
but he is producing figures and undertaking to show that the 
fieures UL Yehe pool are wrong, 

MR, FILLMORE: Mr, Milliken is away ahead of me. I will 
not ask the witness for what he thinks I am going to ask for, 

MR, MILLIKEN: I am rather at a loss to know why this 
brief of yours should be brought in now. 

MR, FILLMORE: You have not heard the whole of my state- 
ment. If you will allow me to continue you can make your 
Objection, Our accountant has prepared a statement showing 
the net earnings of the elevator company, with certain ad- 
justments, but this should be made showing the amounts paid 
out of the earnings of the elevator company. 

MR, PARKER: Whose accountant -- yours? 

MR, FILLMORE: Yes. And this statement contains page 
references in the directors! reports of the Saskatchewan 
Wheat Pool, so that I think the evidence is before the Com- 
mission, if our accountant can demonstrate Lie een ee ee 
to the Commission accountant and make available to 
Mr, Milliken the working papers so that any evidence we may 


give can be checked perhaps in advance to save time, That 
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THE CHAIRMAN: It is just a collation of material, 

MR, MILLIKEN: This brings up a question that bothers 
me a great deal with this Commission and with the evidence of 
Our client, We are before the Exchequer Court and we have the 
right, under the provisions of the Income Tax Act, ..to have, our 
ca se heard in camera before that court. We have decided that 
it shall be heard in camera, We had a witness for the Can- 
adian Chamber of Commerce who stated that he went to the 
Exchequer Court to get information about our company and was 
refused it. You are not desirous, Mr. Chairman, of putting 
uS in the position where all the benefit we derive from the 
fact of our being heard in camera will be thrown away by 
reason of the fact that there is a commission looking into 
Our affairs, We are prepared to give this Commission all the 
information they can ask for with reference to our organiza- 
tion. We are ready at any time to submit everything to you, 
but we are not prepared to have a public cross-examination 
into our affairs which will deprive us of all the benefit or 
advantage we have, and which we have the right to enjoy, 
under the Income Tax Act in connection with the hearing of 
our case. And what Mr, Fillmore is now doing will deprive 
us of that benefit or advantage which we have in connection 
with the hearing of our case in the Exchequer Court. 

THE CHAIRMAN: I do not understand it that way, 
Me Mistaken. 

MR, MILLIKEN: I do not see what other result will 
follow. 

THE CHAIRMAN: Mr. Fillmore is producing a document with 


references to an exhibit already before the Commission, 
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MR, MILLIKEN: [I assume that this is what he is 
referring to, this statement prepared by their own account- 
ants, They show in their brief certain figures that do not 
agree with some of the figures in ours. There may be an explan- 
ation to account for the disagreement; I do not know, But 
we have Mr, Fillmore coming with a brief of 30 or 40 pages 
and stating that he does not know whether something is true 


or not but if you ask our officials they will tell you. 
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That is not the way to put evidence before the Commission 
and I object to any of our officials being used for the pur- 
pose of proving a brief, some portion of which Mr, Fillmore 
cannot say is true or not, He does not know whether it is 
correct or false, 

THE CHAIRMAN: That is a little broad, I have not seen 
the document to which Mr, Fillmore refers, but I understand 
it is merely a matter of references to annual statements which 
aro public, There 18 no harm in that, 

MR. MILLIKEN: What he regards as public statements are 
Gur directors! reports, which go to the shareholders). They 
are not public statements, 

THE CHAIRMAN: They are public. 

MR, MILLIKEN: If they go to the shareholders? 

THE CHAIRMAN: Yes, 

MR, MILLIKEN: How can I get a copy of the annual state- 
ment of some other grain company merely because they send it 
to their shareholders? That does not make it a public docu- 
ment, 

THE CHAIRMAN; I understand it would be available to you 
in the ordinary course. 

MR, MILLIKEN: I would like to know how I could get it. 
In the course of this brief they say: "We shall necessarily 
make statements of fact in support of our representations"; 
and they go on to say: "You may be assured, however, that 
all the facts alleged by us are to the best of our knowledge 
and belief true, and to the extent that they relate to co- 
operatives engaged in the operation of grain elevators 
‘readily provable by the testimony of officers or employees 


of the cooperatives concerned," I object to our officers 
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and employees being called to prove a brief of somebody who 
does not know whether what he says is true or false, 

THE CHAIRMAN: Let us get it straight, Mr, Milliken. 

We are here to find facts and are not particularly interested 
in what any cross-examination, so-called, may be. We have all 
the necessary documents and all that Mr, Fillmore is doing 

is to indicate to us the parts of these documents to which 

mo oe Tesorring, 

MR, MILLIKEN: If that is all, I have no objection; but 
he 1s going to ask the witness certain questions, 

THE CHAIRMAN: He has not asked the witness anything 
vet. 

MR. MILLIKEN: If all he does is to refer to the docu- 
ments, I have no objection. 

THE CHAIRMAN: I have not seen it yet. 

MR, MILLIKEN: He is cross-examining the witness, 

THE CHAIRMAN: He is making a statement to the Commission. 

MR, MILLIKEN: Yes, in the course of his cross- 
examination, 

THE CHAIRMAN: That has been done on numerous occasions 
Py practically every counsel. 

MR. MILLIKEN: If that is all, I have no cbyeckicg, 

MR. PORTER: I might refer to this matter, Mr. Chairman, 
inasmuch ag it is likely to arise again. The harm is dons 
and I cannot undo it, but it may arise when my case comes up. 
When I was asked for the statements which have since been 
filed confidentially with your Commission, I wrote a letter 
to Mr. Parker asking the purpose for which they were being 
presented and inquiring whether like statements were to be 
obtainable from others. We have no objection in the world 


to producing for the Commission's information any statements 
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or facts, but if these facts are to be used, even by 
reference, as Mr, Fillmore now proposes, then I suggest 

that like statements should be available from those with 
whom it is the Commission's duty to compare the result of 
this cooperative competition, I am sorry my learned friend 
is interjecting this at this time because I have had an 
opportunity to go over his brief and I see his approach 
completely. At that time we would have had a footing to 
Mysu het /is your criticism, You allege that 1% Ta putting 
you out of business, Now let us see the material which you . 
say proves that result." I myself think that the material 
asked from us must of necessity come Crom my learned friend’ s 
clients if the Commission is to make a comparison of the 
position in relation to taxation in the case ofa person 
eugsaged in.a@ny Line.of business ‘in direct: competition; 1 

Go not wish to. anticipate my learned friend's position, hut 
you will have allegations that this competition is putting 
them out of business, and until you examine those statements 
it will not ‘be possible for the Commission to resolve the 
issue. I rise at this time because I do not want something 
to be done by the back door that cannot be done by the front 
door, 

THE CHAIRMAN: We have already dealt with that question 
on other occasions and’ it is the attitude of the Commission -- 
and we are unanimous in this -- that the private dealings of 
various companies involved, cooperative or otherwise, are 
not to be exposed publicly before this tribunal, What we 
get from the various interests is confidential to the Com- ~ 
mission, That has been made clear, 


MR, PORTER: Perhaps I have not made myself clear, Il 
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have no desire to get at my learned friend's figures, but I 
do want to suggest that they ought to be available to the 
Commission, 

THE CHAIRMAN: But they are, 

MR, PORTER: If they are, then I have nothing more to 
Say. 

THE CHAIRMAN: Where do we stand now? I have not seen 
the document, 

MR, FILLMORE: My only purpose is that it may be a 
matter of convenience for the accountant, 

THE CHAIRMAN: This is not a question you are putting 
to the witness but a statement to the Commission? 

THE WITNESS: Thank you, sir. I have been waiting a 
iong time to hear that, 

MR, FILLMORE: The point may arise when we put in some- 
bhing in support of our brief, but now all T am Suggesting is 
that we have here a prepared statement. We have taken 
figures from the annual reports of the Saskatchewan -- 

MR, PARKER: I should think it would be better for my 
learned friend to defer this until such time as he puts in his 
own brief, Ido not see the point of interjecting it here, 

THE CHAIRMAN: Unless it is proposed to ask the witness 
a question, I do not see the relevancy of that statement now, 
Mr, Fillmore, 

MR, FILLMORE: 4s was only giving them a chance to check 
in advance, 

MR, PARKER: If you are anxious to do that, pass it over 
to the other counsel and let them do the checking. Why mention 
it now? 

THE CHAIRMAN: We might dispense with that at the moment, 


Mm, Fillmore, 


Fee 
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MR, FILLMORE: Very well, Mr. Chairman, Hi 
Mr, Milliken wants to check LS he “ean ae so, 

MR, MILLIKEN: I do not want to check it but if you 
want me to see it you will have to SMCUnLU Tie ees. 

MR, FILLMORE: I am tendering it now, 

THE CHAIRMAN: Now that the waves have subsided we 
Will go on, 

BY MR, FILLMORE: 

Q. Now, Mr, Wessen, I believe your reports show that 
you have had a considerable increase in membership, par- 
ticularly since 1940? Ae That is hen 

Q. Your directors! report for 1944, page 28, shows 
increases as follows: 3,024; 4,700; 3,800; ana 5,900, 
These increases have taken place in the last five years, 
Do you not think that the payment or the declaration of 
patronage dividends is an inducement to the growers to join 
your association? A. I would say that in some cases it 


would be. 


BY MR, FILLMORE: 

Q. Now, Mr, Wesson, I believe your reports show that 
you have had a considerable increase in membership, particul- 
arly since 1940? Aye That te prone 

Q. Your directors! report for 1944, page 28, shows in- 
@reases as follows: 43,024; 4,700; 3,300; and 5,400, These 
increases have taken place in the last five years, Do you 
not think that the payment or the declaration of patronage 
dividends is an inducement to the growers to join your assoc- 


iation? A, I would say that in some cases it would be. 
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Q. We have already dealt with the huge carry-overs 
of grain and I think the figures are available in your annual 
reports, In- your last report you give the amount of grain 
carry-over, I think it is on page 33 and you also state that 
your elevators were full at the beginning of 1944, Is that 
correct? A, Yes, sir, I can answer that without looking 
at the report, 

Q@. So that up to date all elevator companies have been 
occupied to capacity, I take it, by the huge carry-overs of 
wheat and other grain? A, Generally speaking, yes, 

Q. Do you think that when we return to normal and wheat 
in the fall can be moved as it was in the years prior to 1940, 
min! | competition you will then be able to handle more prain 
and put more grain through the elevators? Is that likely? 

A. The answer to that would be that I hope we will be able 
to handle all members! grain which we are not able to at the 
present time, 

Q. And would it not be a fair deduction that competition 
will be more severe and that your ability to pay the extra 
half cent or cent. or more per bushel would be something to 
induce growers to deal with you rather than with the line 
elevator companies at competing points? Ay 2 wogle Lire 
to say that we do not lay down our policy on the basis of 
competition at all. We lay down our policy to give service 
to the membership on a fair basis, 

Oo besit not. likely that your declared veliey wi 
attract business? If you can pay more per bushel than your 
competitors, are you not going to get more business? A. I 
would not say so, JI presume you are referring to the 2 cents 


reduction last October. 
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@. Put it this way. If you should continue that policy 
in other years, is it not likely that your competitors will 
either have to meet the price or lose business? Would that 
be ea oa Pr way to pub At? As YOU Mieht be Pireat. Ar they 
did not meet the price and provided the volume could be 
handled, Everything depends on volume, capacity and space, 

Q. One question about interest in VOUL), DELS Non pa got 5 
What is the page dealing with interest? 

MR, MILLIKEN: Interest on what? 

MR. FILLMORE: Interest paid, 

MR, MILLIKEN: On deductions? 

MR, FILLMORE: Yes, 

MR, NADEAU: It is page 14, 

BY MR. FILLMORE: 

Q. Beginning at the top of page 15. Beginning with the 
year 1931, up to and including the year 1942, no interest was 
paid, For the years 1943 and 1944 interest has been declared 
at the rate of 3 per cent. Has that interest been paid or | 
only declared? A, In 1943 and 1944° Are those the two 
ears you refer to? | 

‘Gy in your brisf, at the top of page 15." your say thes 
for the years 1943 and 1944 interest has been declared at the 
rate of 3 per cent, I asked whether that has been paid, 

A. It was paid in 1943 and cheques went out for this year 
on the 1st of April or maybe the 185t of May, I am not sure 
or Ghe oete,;, If it. is not paid’ 10 will be pald a tho wvary 
moar Tuture 

Q. At the bottom of page 14 you say that interest was 
paid on elevator deductions at the rate of 6 per cent up to 
1930, Was interest paid on commercial reserves or only on 


elevator reserves? A, In those early years some interest 


L5 
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was paid on commercial reserves too, 

Q. Do you remember the last year in which interest 
was paid on commercial reserves and the rate at which it was 
paid? =A, I don't remember, I think it would be 5 per’ tent, 

Q. You don't remember the last year? A, No, It would 
beer or’ to 1926, 

Q. O10 other question about the export division, Prior 
to 1943 did your export department buy grain from other pools 
and also from the line elevator companies for the purpose of 
export or resale? A. Yes, That is necessary in any export 
business because -- I will have to stand up to say this, i] 
want to emphasize this because there is a point behind it. 

It has been stated on numerous occasions by those in the ex- 
port business that the pools going out and buying grain to 
export are making a profit because they are not handling grain 
be longing to their own members, We take the view that be- 
cause the grain loses identity immediately it is loaded into 
country elevators, being represented by certificates, . 
tickets and government inspection certificates right through 
the terminals, any company trying to do its share of export- 
ing 80 per cent of the grain produced in this country must 
have the advantage of every opportunity of switching its 
paper with stocks which may be available to them, That is 

my understanding of the reason why the clearing house assoc- 
iation was set up. You asked me a question yesterday, 
whether our export volume last year was 56,000,000 bushels, 

I could not remember the figure, but I admitted that if it 
was in the report it was correct, We take the view that if 
we handle 140,000,000 bushels of grain, as long as -.we export 
less than what we handle we are handling grain belonging to 


our members, or its equivalént. If, however, we handled 
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100,000,000 bushels and exported 110,000,000, I would agree 
with you that we were handling’ business which was none of 
Our concern, 

Q. You say your own grain or its equivalent, 
By "equivalent" you mean that, in order to make up your ship- 
ments, you do buy grain from the line elevator companies? 
A, And we sell, sir, 

Q. And you also buy from the wheat board wheat which 
may come from any other souree? A. Everyone’ does that 
OW sg? CLL s 

Q. So that although the quantity you export may be less 
than the total handled through the country elevators, the 
origin of the grain which you export may be elevators other 
than your own? Ae That is quite possible, 

Q, One other question about patronage dividends, I 
think you have already mentioned that it has been on a bushel 
basis and for wheat there is no distinction between grades? 
fae Thesis right. 

Q. One question about operating country elevators, Is 
it possible that in a certain year you might’ lose money on 
low grade wheat and make on high grades of wheat, or vice 
versa? A, All depending on fluctuations in premiums and 
discounts according to grades, yes, 

Q. Depending on the conditions existing at the time, 
you might lose money on low grades of wheat and make money 
on high grades? Oe) ne GC Ae ee 

Q. And at other times the reverse might be the case? 

AS? Thais rreht, | 
Q@. It would appear clear, then, that notwithstanding 


the grade of his crop, any farmer who delivered wheat would 


-67 40- Mr, Wesson 


get the dividend at the stated rate per bushel? A, ‘Yes; 

ft would like to explain that. In the days when we were 
pooling wheat every grade was a pool in itself, I under- 
stand the same system is now being practised by the wheat 
board, but in pooling our savings for distribution in the 
pool deena Chars is not a pool, savings for each grade, 
The pool of savings is in each class of grain.. There may 
be a ‘loss or a gain on different grades of wheat, but that 
will go into one pool for distribution, one for wheat, one 
POr Tiax, One for cats, parley and rye, and so on,) That as 
the distinction in the method of making advance payments in 
the pooling of grain. There is a pool for each grade, but 
in operating elevators there is a pool of savings for each 
class of grain and not grade, 

Q. To review one feature of the examination, would it 
not appear, Enon. that a smaller portion .of the earnings oF 
the elevator company has gone out in the way of cash patron- 
age dividends? It i3 not the larger portion, it is the 
smaller portion of patronage dividends that have gone out 
in cash? A, That would be true in 1942 and 1943 because 
13 cents was paid in cash and % cent set up to purchase re- 
serves, ae 

MR, MILLIKEN: How many years, Mr, Fillmore -- going 
pack to 1926? 

MR, FILLMORE: Going back to 1930.. However, 2owias 
not press that question, It is a matter that appears from 
the reports, Would this be a fair statement: that that 
part of the earnings retained by the Saskatchewan Elevator 
Company Limited has gone into the purchase of reserves, LATCH. 
working capital to the parent company, the wheat pool, and 


out of working capital you have bought elevators, country 
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and terminal elevators since 1931? A. Speaking from 
memory, the last money that was put into reserves was in 
1941 and no money has been put into general reserve since. 


We ado not réquire it, sir, 
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I will not press it, because it appears from statement 
No.” in the last two annual reports. 

MR. MILLIAGN: All I wish to be sure about is that 
you ang I are talking about the same thing. You have 
included in the list you have just read the purchase of 
the reserves. Did you mean the purchase of reserves 
other than patronage dividends? | 

Mr. FILLMORE: I meant that the earnings of the 
Elevator Company which are not paid out in cash in pat- 
ronage dividends have gone into the purchase, first of 
elevator reserves from members. 

MR. MILLIKEN: But the only moneys that are used to 
purchase reserves are part of the patronage dividends, and 
not the undistributed part. 

MR. FILLMORE: Yes. 

ThE GOATRMAN: Me. Wesson said that, 1 think, 

MR. FILLMORE: Part of the patronage dividends goes 
to the purchase of reserves. 

MRe MILLIKEN: Yes. 

BY MR. FILLMORE: 

Q. And out of the rest of the net earnings retained 
by the Elevator Company they give some money to the wheat 
pool, tne parent company. A. That is under an agree- 
ment, a joint guarantee that --- 

QO. J. know. A. That is under an agreement, a 
joint guarantee between the parent organization and the 
pool elevators with the provincial government. We did not 
agree to the policy years ago where we: shovld ask the 
grower to pay his debt. we agreed that the earnings from 
the pool elevators ‘which carry part of the guarantee 
should be used on behalf of the membership to pay the 


debt. The pool itself is the original, the principal 
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debtor. When the money is paid it is paid to the govern- 
ment by the pool, and not by the pool elevators: And on 
the record it must show that money was ped Fron poo | 
elevators for payment to the government. 

oo Let, Ubird ty "Ole or tae net earnings of the 
Blevator Company have been provided working capital and 
funds with which to buy country and two terminal elevators. 


a. No. Any expansion we have made since we ceased taking 


deductionshas been made from depreciation reserve, and no 


Other. 
Q- Depreciation reserves, Mr. Wesson -- that is 
just bookkeeping, is it not? De NOG LU Ce noC iiss 


bookkeeping. I must explain it. Depreciation reserve, 
as I understand it as a layman,is that depreciation at 

o per cent in country elevators and 3 per cent in termin- 
als is set up each year from earnings to take care of 
annual depreciation or obsolescence of the plant. And 
to the extent that you make liquid your original invest- 
ment -- speaking from memory, our depreciation reserve 
every year amounts to about $1,100,000. What we have 
done is this: we have reinvested these depreciation 
reserves in other assets, which has at once lowered the 
liquid fund, and has automatically increased again the 
Values of your fixed assets. . §o0 that when I say that we 
have expanded with the reinvestment of our depreciation 
reserves, IL am’making a statement of fact... 

Q Then, to boil it down, we can say that each year 
the company has net earnings, and I would say each year 
the Elevator Company has had net earnings. Each year the 
Elevator Company has had earnings, and the money to pay 
has to come out of your bank account, does it not? You 


have increased your liquid position each year by the 
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money you have made, and on that money you have been able 


to buy elevators? A. Yes. Gould I make a further 
statement? 
“PE deter A.- Yesterday counsel led up to a ques- 


tion of what money had been loaned to the pool elevators 
in connection with one of our terminals. JI thought at 

the time he was coming back to ask me if that had ever 
been replaced. Let me say now that that money was all re- 
paid back to the commercial reserve of the wheat pool 
from the depreciation reserve set up each year by the 
Saskatchewan pool elevators and pool terminals. Deprecia- 
tion and reserve was reinvested. It increased the value 
of the capital invested and automatically to the same ex- 
tent lowered the value of the liquid. 

Q- Yourfixed assets have increased, and at the ex- 
pense.of Jigquid, assets. A) WO Dine expense rot AyGuT puis 
chases, yes. 

Q.- Then, when money is paid by Pool Flevators com- 
pany Limited to the wheat pool, the parent company, it 
has paid principal and interest to the Saskatchewan ZOVv- 
ernment? Hee COrrect, 

Q. 4nd aiso paid money in reduction of the operating 
expenses of the 1940-51 pool? A. Thal vs eorrect. 

Q.- Does that refer to the 18 cents per bushel, 
ie Dilivy for which the .company carriés/in site —=- 

Ae It has no connection whatsoever. 

Q- What is meant by operating expenses of the 
1930-31 pool? &. I do not know that this would be of 
any interest to the Commission, but maybe I had better 
Pep Leain ifs. 

Oe 16S, £0 ahead. Ae , INL 9S) ae tie. ie. ane 


wheat pool ceased to function as a pooling organization 
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to the contract, most people were in difficulty because of 
the low price of wheat. We could not continue pooling. 
The best we could offer to our people would be 35 cents a 
bushel,basis Fort William, and no farmer could continue 
business on that basis. Most of you will remember that 
rom lool, after the time ‘the pools had taken a huge loss 
amounting to about $22,000,000, the government of this 
country took over all responsibility of grain marketing, 
and they chose under the government of the day--that was 
the government of the Rt. Hon. R.B. Bennett--and under the 
managership of John I. McFarland, to die eyes the specu- 
lative market. I cannot remember the figures, but we had 
a substantial carryover unsold. fMThat carryover unsold 
until 1955 was part of the buffer. 
BY THE CHATRMAN: 

we fart of what? fe UPart Of Cher Dut rer tor vert 
oF ctas auyvempt> bo stabilize. In ether words, it was not 
sold. And in addition to that, purchases were augmented 
at different times by hundreds of millions of bushels of 
futures to maintain some semblance of stabilization. When 
it came to 1935 the Wheat Board Act was passed alid an 
arrangement was made under which the new wheat board would 
take over all stocks and contracts held by Canadian. Go- 
operative Wheat Producers Limited at that time. This wags 
done.. We thought--and when I say “wet I mean the pools-- 
that a one had made an amicable settlement with the 
eerste a= by order in council they agreed to pay us 
in lieu of these earnings taken over a sum in the amount 
of $8,250,000 to give us suf'ficient money to equalize pay- 
ments up to the highest -- it was 60 cents for wheat. 
Some of our growers had only had 50 cents. It was to 


equalize up to 60 cents, and on coarse grains to the 


-6746~- Mr. Wesson 


highest of their payments -- because as the market kept 
going down we lowered our initial payments. The result 
was that we had not been able to treat our growers 
equitably. When the new government came into power they 
denied the constitutionality or--I cannot think of the 
right word--they denied that the order in council was a 
Seocd One. 1 do not néed to teit you why. Later on, 
through further negotiation, the new government did agres, 
by passing the 1930 Wheat Rqualization act to make an 
adjustment to the wheat grower up to 60 cents a bushel, a 
Sum that involved between $5,000,000 and $6,000,000. The 
wheat growers who did not receive the lowest initial pay- 
ments all got up to the highest initial payments made. 
They refused to settle with the pools the same adjustment 
for coarse grains. They denied and refused to give 
sufficient money, which was part of the #8,250,000, to 
pay the pools for all the work that they had done LOrVuns 
year 19350 in collecting this grain, and they refused to 
allow a settlement. 

We hope yet that we may get that money refunded. we 
have not given up hope. But in the meantime, for the sake 
of eine our balance sheet in shape, and so that things 
may not be too badly cluttered up, and because our 
Greaniavation’ isa large one; with ail 4%e4 ramifications, 
the board did agree that we should eradually write orf 
that so-called loss as it appeared at that time. And vi 
took earnings, part of the savings of our members, to 
take care of this loss which had been created on their 
behalf. I do not know whether that is a clear answer or 
not. 

Q- Now, one other question: I think we brought out 


the fact that Modern Press are the publishers of the 
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Western Preducer. Could that be described as the official 
organ of your pool? A. Well; the pool.owns it. 

Q. And this Modern Press does job printing, the 
ortaneary commercial typs..of. printing for outsiders? 
mites, Bnd we. say so in our brier. 

Oe de think you, mentionéedsin yor pbrisl that you are 
entering the processing field, and developing an oil 
proeegoing plant, and flour mills, snd so ons A» Phau 
is also laid, down for the future,.yes... That. 18 policy tor 
the future. 

Oo. vend chad policy wis) refermed to in youn teen enna. 
Peps, Sat nob? diss ¢ OSs 

Q. Have you read the Western Producer of November 
25, 1944, in which is an article headed, "Co-op Development"? 
A. No, I have not read it, but I supposé it would be a 
eorrect.int srpretation. 

Owiioe Should Like LO Pender 34 (as sucgwine «ole an 
of the --- 

Ue, BARKER: Who is the author .of 1tt 

THE CHAIRMAN: Unless the witness acknowledges it, I 
tose. Gaink that 1% 18 of much uss to use, 

MR. FILLMORE: Very well. 

THE GHAIRMAN: You brought in a Speech of his yester- 
day, and I understand this is not an article written by 
him. 

MR. FILLMORE: All right. 

THE WITNESS: I can assure you I did not write it. 

BY MR. FILLMORE: 

Q. I thought the substance of it was in the annual 
report. Now, coming to the meeting of September 1944, 
the directors! mecting, at which the reduction charges 


took place, was that the meeting at which you also auth- 


Malt 
, . eo ea he yi a yh: - 
a ae pte da alot 


Tego. TBON 30% 
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orized the patronage dividend of 5,800 ,000? A. NO. 

Q- When was that meeting? A. That was later -- 
no, I beg your pardon; it was the week following the one 
in which we had our financial statement presented by the 
auditors. 

Poo you Had sour tinegnctal statement, and I presume 
that indicated the liquid position of the company? 
ie i Wes. 

Q- And the gross and net earnings of the company? 
Bao YOR. : 

Q. And in view of that your directors decided to 
declare this patronage dividend, or what you call “the 
excess charges refund. A. Yes, the excess charges re- 
fund. 

Q- in other years had patronage dividends been auth- 
orized by delegates, or simply declared by the directors? 
A. The directors have power to declare, but we make no 
final decision until policy has been approved by our 
delegates in annual meeting in the first week of November, 
because they represent the shareholders. In other words, 
we like to exercise our power, but we wantito be sure our 
Srowers- will approve of it. 

Q- Was this approved by the delegates in Novembere 
A. Yes. 

Q. With regard to the reason for declaring that 
dividend, I think you have indicated that it was princi-s 
pally or solely on account of your liquid position; that 
is, the money that you had on hand and that you had made 
during the year ended July 31, 1944? Re Lt wast ary 
declared on a patronage basis, the excess charges refund, 
except half a cent for the purchase of reserves. Because 


our liquid position was high enough that we did not need 
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any other reserve. 
Q@- There was no other reason for that? A. NO, 
none whatsoever. 
Q. I call attention again to the Western producer 
of Mecember:-17, 1942, and I..will ask you jf you :gave 4 
statement to the Western Producer which I shall set out. 
Did you, in December 1942, give a statement to a represent- 
ative of the Western Producer to the following effect: 
"If the final decision made cooperatives liable to 
income tax, said Mr. Wesson, the wheat pool would 
only pay income tax once. The next year, he 
declared, the pool would inventory its business, 
estimate crop handlings and costs and reduce its 
handling and storage charges to the point where 
there would be no earnings.” 
A. Yes, ot to a representative of the Western Producer, 
but I made it at a public meeting, or words to that effect. 
I want to make this point clear, however, that that state- 
ment was made that in the event of pools being taxable 
that would be the policy we would adopt. We are not yet 
taxable. 

Q. The decision then was not made in apprehension 
of being taxed? RaW pes 

Q. It was not made on account of the fact that an 
action was pending against you in the Exchequer Court? 
A. No, we made the statement on the basis that we still 
anticipated a substantial surplus for distribution, in 
spite of that reduction. 

ON piitide did yous also. say, ana speech on that occa- 
Sion: 

"Tf the wheat pool were forced to take this action 


the private grain trade would be obliged to follow 
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suit and, predicted Mr. Wesson, 75 per cent of the 

grain trade would be bankrupt within three years 

under normal conditions." 
A. Business under normal conditions, and movement of 
grain, and net earnings from storage, provided the pool 
members would remain loyal, that would be so. 

Q- So that under normal conditions, that is, under 
the normal movement of grain, if you adopted a policy of 
doing business at cost it would impose severe hardship on 
the line elevator companies. A HG The Ge ae Ot any ome our 
business. 

Q.- Well, it may not be any of your business, but we 
will let it go at that. The Canadian co-operative Wheat 
Producers Limited is still.in existence. Be OL Lewy 
happen to be president of it. 

Q. Is it performing any function at the present time? 
A. AS an institution it is merely an organization through 
which the three pool boards focus our interprovincial 
policies, national policies and general discussion, to 
maintain uniformity of action and policy between pools. 
Bue 2 1S in, business. 

Oe. And you did a little policy focusing at Regina 
jast September, I believe, A. Last September? 

Gs, aeey AvwdL ‘ao: not yeteatl he wceasron. 

BY MR. PARKGR: 

o Mr. Wesson, in reference touthat Last Geemark 

which you just made, about its being none of your business, 


if as a result of ‘the policy pursued by the pools the 


line elevator companies were put out of business -- that 
was the effect of the question, was it not? A. Oitney 


do not have to meet it. 


Q. That was the effect of your answer, as I under- 
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stood it, that it was none of your business? Ae Yes. 

Q- Would you go so far as to say it was no business 
of the country at large, whether such a situation was 
Drought about? A. Io never thought that through, 

eet Then, think Lt! throtgh) A. We lay down a 
policy in the best interests of our producers. we believe 
our present policy to be sound, charging ordinary Cari is; 
where private companies can make a surplus in the inter-~ 
ests of their own shareholders. We are quite satisfied 
to follow the same policy to make savings for our share- 
holders, who are also the producers of grain. 

Q. I understand that. My question was directed to 
this, as to whether, notwithstanding it might not be the 
pools! business to hurt the line elevator companies, as 
to whether you considered it might not very.well be the 
country's business, and the government's DUSiNS ss, Or 
somebody else's business, to see that such a situation 
was not brought about. Aw: DT woulds agree to’ that. 

Qs. Yes, you would agree to that. ae! Loe. 

Q. In other words you agree with me that it would 
NOLWSuin bhe public. interest for such 4a Ssituetion® to be 
brought about? As .I CHIRK thav- 2s" eerreces bab chia L 
say it is not our business to take care of them. 

oo. Lvunderstand that. Perhaps I was confused with 
another question. Then, about the expansion: the expan- 


Sion, as I understand it, was paid for out of deprecia- 


tion reserve? Ae YES 
OO alscit correct to say -~ and egeain, T may not 
understand this depreciation reserve -- the amount of 


pHa Was arrived atin order to keep the plant up to ite 
old level. In other words, it is not to allow fixed 


assets to depreciate; is that so? A. Tt Sink these 
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were <-- 

Q. Is that so; answer the question. aD ei Gry- 
ing to answer it. Under the Income War Tax act 9 per 
cent depreciation on country elevators and 5 per cent on 
terminals is allowed before taxing profits. We maintain 
the same depreciation. 

Q. Is it correct to say that the real meaning of 4 
depreciation reserve is to set aside a reserve in: order 
to keep your plant up to date, in respect of obsolescence 
and general wear and tear? [Is that not so? ROPES Aes 
only partly so, because in addition to depreciation we 
also spend money .for current repairs. 

Q. Keeping it up to an efficient standard? A i Sie 

Q. But it is not intended to enlarge and increase 
Herp Lan. 1S. LL? A. If the company wishes to re- 
invest in capital assets there is nothing to stop it from 
doing so. 

Q. I understand that. However, 1 will not pursue 
it further. Then, there is another remark which needs 
clearing up. When Mr. Fillmore was asking you about 
your export business you said something to the effect that 
there was no profit in export business. Argh ORS EE Gee 
say that, at all. 

Siete OU, OaLGe NOLS &. No. 

Q. Does it make any difference whether the business 
you do with non-members is profitable or not, in order vc 
prevent you from getting the benefit of the exemption’? 


Meet not jusbh, clear 4&0 your question. 


Q 


iy a em not. Yory Clear, either. your answer was-- 


and this is the reason J am asking it--that because a lot 
of your export business perhaps was not profitable, that 


you were getting around the 20 per cent clause. 


ys whe ‘aot es ahs: i ‘ten: oi Seen Sg min ; 
a ACh ft adores i ens: sons od, “i ‘Oye eee | 


aoa BRO LoRT: Ee ORR IaR Be a aH: steal aR ¢ 


y : ae } re Pheer ae : 
a OE ik Oe “ewe peda er rusian bon maey: 


; | | eR rt sototabe aa BEER T > « LD, 


¥ ea Me 


pio nl, teeters bark ow cee an peas 
| ri ‘ips a y i Fees és Lager 6 er de hee 


Shee 2B OP giogs MT e ee, Ge Ba! 


as 
* 


a 


a S fe | Fie sie = ae bes ELE HEL at On & £ as | tue & [* 
f poe . a J : a3) f, Geos: 
| Recs Da MES AT aS a 


; aries a2 fA i “ aH ES) atts ap Be eer Bi Boetee Zaeciagg eke 
i a hats sn ia hE ee 


; mk : wed oi t ‘ake ee ig ee voy 7s ae BE sat are eee ri - oO ‘ee 
x wy a Fi / 7 Saat : P } 


oe ci DS Se A, ee ke ee ee 
ve pene aha HEB St Otay “OWT » Renae Pre, 


d A ‘5 : P ch pit of Ps 4 TOs i ~ ey lg’ . . - 7 
4 ENE EN SER AED ah OW OS. wy ele 


tas rail Petes ies Mba Re, Gl ea aah, | : f 
’ t a EO Eras pL 16 Det we was i 
o Ss 


AD ON, GRD Re ox erg Renal Oe 
aed tats 28, 


ae 
ate 


| hee eh at TC ee Peers, ere 


<1 . = . 
eo ere EME ED. f 
. ve. - j f 
oe a a eg , Bi Ore ¥ 
| ; bt tea Sart 008 ad hts, 0 os Prenat ia cr . 
rm OR ee i Sh Bee ae ee UR sd i oy Fi tos 
: : ae 
fi : rs Fi 
” a eae Naas aa , : bey 
. Pg Peh> ay ° aaa 
7 as Me ea ot ‘ pe ee | ‘Py Pap 
Rot a Rag | aes Stode Beaks: 
é ’ 
> G * 
+ “ds = a ee ee 5 
; 4 4 2) ase Me oe 7 ; 
ned Oe at 5. P ‘jee UF Pia: iG rae gu aor 
RAN Ss ne 


sy 2 
Az h, : ® 
nigh ae Ay i Ler fa - es 4 F 
* . Keri t “s 
* ae cio > “ oy 
Ci pare Sa Wit RS 
| ; ; Sp bie ay 
‘4, o * 
> Lg Y 
j f me an pid ges ‘ - 
Th 2 tad, By 
; 7 eG rousaae ki Part ey Sx D 
ach % 
a 3 
see ig | x Sy a 2. i i 
a on eis le ri . oats > Be 
te 2 i Rw ieee a kL 
is tre ‘3 mts) = 
: < ape Pht 
BS 2G Dre “ , 4 


-6753- Mr. Wesson 


A. Ido not think there ig any connection tnethat, 

Q- Well, if it has no connection --- herr BEAHE 
the 20 per cent clause deals with the business of members 
and non-members as delivered at country elevators. 

Q- Business between members and non-members any- 
where; does it make any difference? Ae I do not know 
how you make the distinction. T trica to make it clear 
this morning that so long as we export less than we take 
in we would be still exporting the equivalent. of grain 
belonging to our membership. 

ae, L understand that, Ae In Other words we would 
not admit non-member business in export, unless it ex- 
ceeded the full amount of our handling. 

Q. Then, one or two questions by ratio? clarifica- 
tion. Let me go back to the shares of your various sub- 
Sidiaries. I think all of those subsidiaries--and you 
have probably stated this in your brief--are organi zed 
under the Joint Stock Companies Act in the ordinary way, 
and they all have substantial share capital... 

A. Hither dominion or provincial. 

Q- That is true ,1is (it not? As sMes 4 

Q.- And in each case the shares have been issued ag 
paid up non-assessible shares. 4. Yes, and held by 
the parent organization. 

Q- And. they are all held by the parent organization, 
meaning the Saskatchewan Wheat Producers? Kiet AYSSs 

Q.- With the exception, of course, of sixteen shares 
in. @ach case, to qualify theedirectors. ne Y Yess 

Q- When those shares were issued by those companies 
to the parent organization, what did the parent organiza~ 
tion pay the subsidiaries for the shares, and how did 


they pay for them? A. It represented --- 


feo 


ps erate 
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Q. Take one at a time. Take the pool elevators. 
What did the Producers--I will call it--pay to pool eleva- 
tors in exchange for the issue of all those shares to 
Producers? Did they pay cash? A. Yes; the Pool loaned 
to the Elevator Company --- 

Q. No; I am not asking about loans. They bought 
shares or had shares issued to them as paid-up non- 
assessible shares. A. They still own the shares in ex- 
change for money loaned to build facilities. 

Ce olf did not follow that. Aa Weil rtnrs: 6, lesa I. 
question. 

Q. The Producer Company -- I presume it holds share 
certificates in the usual way issued to Saskatchewan Pro- 
euros, doen Lt? A. Yes; in trust for the membership. 

Oy @Dowuhey say that on the face of them =-— In.tsue77 
2, J8am nou sure. 

Oo.) ‘But my point is, did they pay for those chares? 
Did they pay’ the pool elevators Tor) those ‘Shares? ) A. 9L 
imagine, by financing the $12,188,000 to build facilities. 

Q. You cannot pay by loaning debtor money. Those 
are two separate and distinct transactions, are they not? 
a4 i aeno-mon ‘know that I can! explain iy. 2but co well ory 
to explain it, not as a lawyer but as a layman. 

Oy “Well tien, ¢o-ahecad . A. The Pool, under its 
contract, deducted 2 cents a bushel for the purpose of 
either building or securing facilities, or loaning money 
to another organization to do the same thing. We chose, 
as we say.in our brief, to set up a subsidiary. we did 
not need to, but that is what we did. The point was | 
this, that trying to maintain full control of the parent 
organization, as we have for twenty years, the money was 


lent to Saskatchewan Pool Elevators, and in exchange the 


pes Poy if 
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Pool organization owns the shares, representing $12,188,000 
with the exception of sixteen qualifying shares. And the 
Pool holds these shares in Saskatchewan Pool Blevators in 
trust for the members of the Saskatchewan wheat Pool. [I 
cannot explain it better than that, and my explanation 

may not be very clear to you, 

Q- You told us all that before, but I am just trying 
to get a little more than that. If the shares of pool 
elevators had been issued, as I say, as fully paid up and 
non-assessible shares, then I presume pool elevators were 
paid for then? A. Yes. 

Q.- I am trying to find out if they were. As VES. 

Q. . How much did they pay for them? A. I cannot 
remember what the value of the shares was; do you mean 
the total amount? 

41. Loo not. cars about. that. A. It was about 
$12,188,000. 

Q. About $12,188,000? La hs (sie 

MR. MILLIKEN: It is set out in the brief as 
$12,188,000. 

MR. PARKER: iGO NO Gare abou “She exact, amos: 7 
am just trying to find out the meat of the transaction, 
as to whether Saskatchewan Producers took the money which 
it had under its control -- I do not care whether it was 
its own money or money they held in trust. 

BY MR. PARKER: 

Q. Did they take that money and pay pool elevators 
for shares which they received? A. I suppose that is 
correct. 

oO. Or did) they note sy aga think that is what it 
would amount to, yes. 


O. You have told ws, as LT understand it, that the 


ME eran: a : soo ed sane vier 9a a 
eT nth egtae ihe Ev -DLOL IY, eee ae 

Liked ‘hi eerie Tarbe ae ‘sii sean ¢ osia etd Sie), “— 
[ Bet gir Biel teks tem aie: si at «domes trestd heat Sete 
a atow, toot wrndkee deote vs . ape, tg: ot. recta“ BETWS. ide Lotiwrenulin axleig 
| ; ahd ah + Sleds 20 Fee = 


Bh Nei Mares ake aE 


y OO ee Mes ee ha ee ee ste Sy rebeey ib “gutiouned oe a6 aN ve 0 * 


onan ee ee — Fee Reese eae as 
iy eB Me o) Debs heater WOR: AOR a ace 
1 SE SY Re Se i 8 ei ee aay + te. GU Tae cut My paeay’ sarees as 


; ’ 
i . ar eel gokl Sane Tioga Lee eis 


- . 
fy ; P 
‘ re : ee A, SS ee al oe a Ca ae ee ee he eer, a ; 
” NOG On OS A eon tee dared: ames eae Se oer ae 


/ . a “) tid ge . » . ry AG 
j a." =a y/ i ery) etn iE > aLe id aM PI 18 er di RY wo i 
re 
. et NEED sree ay area F » ey tee he 
; e 7 eae “t beat me Peed 6 sa g nf Ie Bits Sah freee a 
Kh 
«006,885, 58 
1 
Wide sc Stk ee sy be oj. os - : Ratan fs *~: ~ oy Te oe vs shies > 
‘ N O0TR SM OF OLS0 SOR ORD seeks Dee os 
; : ; 
rude ewe of ke hown eee Dae kee Gal palbead dete cae 
isa 


wih WS. ae eA. eee? eple.ge mest 7 eters igh ye a 


,. | 
’ WOES. 3 ES” BS: OT: ie OE se Ea ieee eae 


oe re hie a a ae ' ey ee ea 
| ele: WEES OP eS TSR A SRRe evi aeiadey’ Gee im 
Y Pa 
7 
rte i ee F 
‘GRAS AD » Be VE: 3 
ie ets G i 4 
Pak SACO S nt ead ag re ey Y ils 
4 f ne 
b x ot te iy Loe = Wo Cr on 
: " 4 ¥ F 
t GH 2 
he 


a ) 7 r Ss 

‘ . Nerontamy, 
Ler 2 , - 

~_— a7’ 1. es i A 


” 
= 


-6756- Mr. Wesson 


only money which ever passed from Producers to the pools 
was a loan of around $12,000,000; is that correct? 

A. No, because in addition to that we loaned the full 
amount of commercial reserves to elevator companies to 
finance grain. 

Q. I am talking about deduction reserves, and’ T aim 
going to stick to it until I exhaust either you or my- 
self. I want to know what the transaction was, and the 
terms under which the Producers got the shares in 
elevators. A. The Producer --- 

ye it they paid for’them, 7 wank tesknow bi, “And. vt 
they have not paid for them I want to know it. A. Phe 
Saskatchewan Co-operative Wheat Producers Limited received 
shares in exchange of the full amount of $12,188,000, 
invested in facilities representing the full deduction, 
less sixteen shares for qualification of the board. 

Q. And this money which you loaned to pool elevators, 
26°10 Stil) a ‘loan, or has 4 t- ean weia orfe ei UE 
has not been paid off. It is all invested in facilities. 

Q. Is the loan still outstanding? Av Ptyes Pit. s 
represented by shares. 

Q. The liability to repay the loan was not discharg- 
ed by handing over the shares. 

MR. MILLIKEN: = think there is some confusion here. 
Pages eleven and twelve of the brief set out how this wags 
handled, this investment of elevator deductions, of 
$12,168,000 in shares of the Elevator company. 

THE WITNESS: Yes. 

MR. PARKER: I am just trying to clear this up. The 
witness has been asked if this money was loaned to pool 
elevators. 


BY MR. PARKER: 
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2. Was it a loan or was it money which the Producer 
Company had the authority to use, and to use in the pur- 
chase of these shares? That is what i’ am trying-to 
establish. If my learned friend can assist Mr. Wesson, TI 
have no objection. 

MR. MILLIKEN: I think that is what the brief states, 
and you can ask Mr. Wesson if he has read the brief, 

MR. PARKER: Well, let us see if that is what the 
Mosel says; if soy, T walle not asked. 

THE WITNESS: On what page is thate 

MR. MILLIKEN: On pages eleven and twelve, 

BY MR. PARKER: 

D ata nintPOad wishes 

"As we have already noted, under the terms of the 
agency agrecment, whereby the grower appointed tle 
association his agent for the marketing of his wheat, 
provision was made for the association to deduct 
e cents per bushel from the sale of all wheat deliv- 
ered to it. This money was specifically earmarked 
by the terms of the agreement for the purpose of 
POGUE INC. <a. 9 tt 

And at that point you were talking about the old, original 
contract agreement? Ain Yes. 

Q- And it continues: 

"This money was specifically earmarked by the terms 
of the agreement for the purpose of acquiring grain 
elevator facilities and deductions of approximately 
$12,188,000 were withheld from the proceeds of the 
grain delivered by its shareholders in the crop years 
1924 to 1928 both inclusive." 

Now we have your money in the hands of the producers, 


remember that. And then it continues: 


> 
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"By the agency agreement the money might be used to 
acquire grain....* 
It might be used by the pools, I interject that -- 
we +s-Mignt be used’ to acquire..«.." 
By the Pool, I suppose it means -- 

WeeseBrain Sslevator facilities..." 

And that means to acquire for the Pool, I assume -- 

We. sWoOLCH Could’ be Opewated 7.4" 

By the Pool,-- and I put those words in -- 
t..2eaS A department of the association, or it could 
be used to set up an elevator company as a separate 
legal entity. The association shows the latter 
method and in February, 1925, an elevator company 
known as Saskatchewan Pool Elevators Limited, was 
incorporated under the provisions of the Saskat- 
chewan Companies Act." 

And so on. Now, what I wish to know is this, whether the 

$12,188,000 was at the time and is now a loan, or whether 

it was money Simply taken and shares purchased in the 

ordinary way. Tell us which it was, Ae Dsaennot say 

whether it was a loan or a --- 

Q- Ir you do not Know, that is the end of it. 

A. I°do not know. I do mot Know whether you can cali rt 
eae roen, “or not. 

Q. Now, let us turn to Modern Press. Producers own 
all the shares of that company, except the qualifying 
shares? fy 4 °YSS. 

QO. Did they pay cash for those shares? Did the 
Producers pay Modern Press for those shares? hue Foss 
it those cases it came from commercial reserves. 

Q. They bought that outright? A, Pass 


Q. No loan there. A. They own the shares. 
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Q.- Was the money loaned to any one concern, the 
samé as it was loaned to pool elevators, or was that a 
straight purchase? AS ‘€ do not know whether you can 
Poreee De Loan; or not. 

Q. Were they both on the same footing? As Yee, 


all on the same footing. 


Q.- Whatever one was the other was. A. Yes. 
Q And does the same apply to the other companies? 


Q@. On the same basis? fee eR 

Q- So we need not go over them, one by one. Is there 
any writing or any verbal agreement anywhere to indicate 
that any of these subsidiaries still owe Producers money, 
whether or not they are still under obligation to repay 
these various loans? es ee think it is all covered in 
Die gontract. . 

Q.- What jetiee te Aad “Pep orieiiai. contracts 

®. The old original contract? A. Yes. 

Oeeqit it is not in there we: willy not, find a0 env 
where; is that correct? Ain Dem not. sure heute thas. 

Q.. I wish you would be sure. A. Perhaps wr. 
Milliken can answer that. 

MR. MILLIKEN: Are you just referring to the moneys 
tarestéa in these stocks? 

MR. PARKER: I am trying to find out the terms on 
WhiGh “Ghese shares are held. 

MR. MILLIKEN: You are not asking about Loans, 

MR. PARKER: No. 

MR. MILLIKEN: You wishto.know if there is any docu- 
ment showing repayment of the money invested in these sub- 
Sidiaries -- in the capital stock of the subsidiaries? 


MR. PARKER: Yes, whether the Producers Company 
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have money invested in these Subsidiaries, or whether it 
is money loaned. 

MR. MILLIKEN: There is no doubt about Ct Lt ie 
invested money in the stock. They bought the shares of 
the companies. 

MR. PARKER: All right. 

BY MR. PARKER: 

Q- I think you also told us that the pool elevators’, 
having acquired money in the manner we have just described, 
went out and purchased physical assets of the old Saskat- 
chewan Co-operative Flevator Company? Ra LOS § 

Q. How was the price arrived at? Ay (By an 
aporaisal. 

Q@. BY an.appraisal? A. Yes. 

Q. And the appraiser was appointed by whom? As “BY 
the Pool and also by the Elevator Company. The “HOM. -Mr. 
Howe, now a minister in the government --- 


Q- I do not care who they were; were there two 


appraisers or three? A. There were two, and a judge. 
Q. Two, and a sort of chairman. As Yess 
Q- And he was appointed by whom? A. BY the two, 


Q. Appointed by the two. As Yess 

Q- Was the membership of the old Saskatchewan co- 
operative Elevators and the membership of the Saskat- 
chewan Pool Elevators substantially the same? Asal) HOG 
it was not. | 

Q. What was the difference? A. The membership 
in the Saskatchewan Co-operative Blevator company was 
on the basis of shares -- I think the limit was twenty , 
Speaking from memory. At the time they paid 15 per cent 
of the original cost, and the government financed the 


balance of 85 per cent. 


one 
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Q- You do not understand my question, apparently. 

I merely asked if the personnel, the individuals, who 
were interested were the same group of farmers? 
A. Yes, they were; I did not understand you. 

Q. They were about the same? A. Yes, substanti- 
ally the same group of farmers. 

Q.- So that it was really a transfer from gones, we 
will say, in one capacity, or under one name, to the same 
Jones under another name? A. Except that there were 
more individuals, more farmers. 

Q. A few more? As. ‘8S, 8.100 mors. 

2. You have said that they were substantially the 
Same. What do you mean by that? A. The Shareholders 
in the Co-operativeHlevator Company were also members of 
the Pool, but there were also a lot of members of the 
Pool who did not own shares in the Co-operative Blevator 
Company. 

Q- It has ocourred to me that the price paid of 
$11,059,000 was too high a price; what do you say about 
that? Ae We,thought. sos 

ei wou thought it was. he. YOSs 

Q. The point is that to whatever extent it was being pass- 
ed from one back to the other, it did not make“much differ- 
ene¢e wnat it was, did it? A. NO, not to those who were 
members of both organizations. 

Q.- And was there a great majority in that position; 
_is that how it came about’? A. It was about fifty-fifty, 
maybe. 

Q.- Now, let us come to this agreement which was 
abandoned in 1931, after the disaster. Has there been 
any agreement between the growers and the Pool since that 


time? A. In connection with marketing, do you mean? 
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QQ» Yes, A. No, except the conduct of the volun- 
tary pool. 

Q- That is what TIT am coming to. As T understand it 
the only change made at that time was Simply this, that 
the grower was released from his covenant in that agree- 
ment to deliver all his wheat? A. Yes: 

Q- And it put him into the position that he may 
deliver it or may not, as he saw fit? Ae Correct. 

Q- Apart from that, all other terms of the agreement 
remained in force? A. Yes, that is correct. 

Q- And it is to that agreement that we must look, 
from that day to this, to find out as to the terms under 
which the grower delivers his wheat, is that correct? 

A. I am not sure that I got your question correctly. Tf 
thought you were coming to the investment of money. 

Q- DO not worry about what I am coming to; just think 
about the questions I am asking you. Boe SSG ore cae 
MOD Bet it. 

ae We, Will try it again, then’ 7 see, under the 
agreement as originally used, the grower was obligated to 
deliver his wheat to the Pool? ce Correct. 

ae And by the same agreement the Pool was obligated 
to handle his grain by the terms and conditions set out 
in the agreement. A. Oorrect. 

Q- 4nd when you talk about the agreement being ter- 
minated, and switching from the compulsory pool to the 
voluntary pool, you have told me that the only change 
which was made was that the grower was released from 
his obligation under that agreement to deliver all his 
wheat, and he was placed in a position where he may deliver 
it, or he may not, as he chose. A. Not to the elevators, 


tO the pools, yes, 
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Q. And that all the other terms of the old agree- 
ment were continued in force, and that it is there that 
we look for the terms and conditions under which the Pool 
continued to handle the growers! wheat after 1931; is 
that correct? A., Only to the extent of the investment 
of the money in facilities. 

wy. What is that? A. Only to the extent of the 
investment of money which we had arrived at under the con- 
tract. The pool elevators were to handle the grain, but 
had nothing to do with the pool agreement at all. 

Q.- But under the terms of the agreement the Pool 
had a certain obligation in respect of the disposition of 
money received from the disposal of the wheat, did it not? 
A&A. In the pooling system, do you mean? 

Q.- Under the terms of the agreement. Pie) eS. 

Q.- There was some obligation on the part of the 
Foo. to do certain things. ees Oa 

Q. And there were certain privileges given the Pool 
under which they could do certain things by way of 
reserves. oe LEGS. 

®. Did not all’ those terms continue in force arpere 
werds, after the change? A. NO. 

Q. To what extent were they modified? Bio atten 
contract itself, from the standpoint of delivery, in pool- 
ing, passes out of the picture. 

Q. All obligations on both sides were terminated. 
A. Except --- 

Q. Except what? Kh. Except conditions surround- 
ing the deductions and the investment of these reserves. 
Q. How were they different; how were they pre- 

Served, and all other parts of the agreement abolished? 


A&A. That is a legal question, and I cannot answer it. 
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Q.- Can you tell me if there is a written agreement 
in respect of it? A. I cannot answer that. 

MR. MILLIKEN: I think if my learned friend would 
read the first and second terms of the agreement he would 
realize that what must be done with the elevator and com- 
mercial reserve deductions which were taken from these 
growers is set forth in that agreement. For instance, 
the organization cannot take elevator deductions and use 
them for anything but acquiring elevators. One must go 
to the agreement and have his rights enforced. But so 
far as the marketing of wheat pooled is concerned, the 
agreement hag nothing to do with the marketing of wheat, 
unless it should be pooled wheat. 

MR. PARKER: I understand that. . 

MR. MILLIKEN: So that it has nothing to do with any- 


thing like that. 
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MR.PARKER: I am not talking about wheat put through the 
wheat board at all. What I am wying to find out is, 
what was the change that took place at the time, in 1931, 
when this contract that we have heard about was terminated, 
and it became a voluntary pool? Ji eae to know if that 
entire agreement was wiped out, or whether there was only 
one Single obligation from which the farmer was released. 

MR. MILLIKEN: The farmer agreed -- if he delivered 
any wheat to the voluntary pool, he signed another document, 
which said the terms of the other contract, that is the 
binding contract, would apply to the pooling of the wheat 
he delivered to the voluntary pool, But it did not apply 
to any other wheat, except the wheat he delivered to the 
voluntary pool under that document which is filed with the 
commission, 

THE CHAIRMAN: T he question is, to what extent did the 
original pooling agreement become cancelled? 

MR. PARKER: That is the whole story. 
BY THE CHAIRMAN: 

Qe Can you answer that, Mr. esson? To what extent was 
the original pooling agreement cancelled? Ae It was 
all cancelled under the contract, but we made provision 
for the continuation of the pool for those who wanted to 
carry on under this agreement to which Mr. Milliken has. 
referred, 

Qe Snd you released the growers from their obligations; 
that contract was at an end? Ae And it became voluntary 
from then on. 

Q. That may be another agreement, but it did not become 
voluntary under that agreement? AsThat is-so, 

Qe The original contract was entirely cancelled? 


Be 8 Oo e. Sil» 
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Q. And then another agreement was entered intc? 
Ae Yes, sir. 

- MR. PARKER: Let us just follow this. My learned 
friend tells me that at the time the change was made from the 
compulsory to the voluntary pool, each person who wanted to 
be relieved of the old contract signed the following agree-~ 
ment. 

MR. MILLIKEN: Wanted what? 

MR. PARKER: Wanted to switch. 

MR. MILLIKEN: No. Those members who wished to deliver 
grain to the voluntary pool signed this agreement. 

THE CHAIRMAN: Then there is no contract at all? 

THE WITNESS: Everybody was released, 

THE CHAIRMAN: Except this voluntary pool. 

MR.» PARKER: It was renewed to the extent that anyone 
who wished to do so could deliver to them? 

MR. MILLIKEN: That is right. 

MR. PARKER: This is the agreement: 

"This acknowledges that I have delivered to or for 
you the wheat referred to in the under-mentioned tickets/ 
or car to be dealt with by you on a pooling basis on and 
subject to the same terms and with the same rights to you--" 

Here we get it. This is directed to the company. 

".- as are contained in your 1928-1932 wheat contract! with 
growers, and in order that there may be no doubt as to 

your right and power to borrow money on and to empower 
Saskatchewan Pool Elevators Limited to borrow money on 

the security of such wheat or documents of title thereto, 

I hereby give you that right and power and transfer to 

and vest in you the ownership and title to such wheat 

and empower: you to transfer to Saskatchewan Pool Elevators 


Limited the ownership and title to such wheat and to 
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authorize and empower that company to borrow money on 
the security thereof or on the documents of title there- 


to," 


Then there is a place for the Signature of the grower and 
for the contract number. 

Q- That is the document under which growers delivered 
wheat ona voluntary basis to the pool? As TURE ee eet 
THE CHAIRMAN: About one-eighth of the total business, 

as 1 Tecollect it? 

MR. MILLIKEN; Less than that, I think, 

MR. FILLMORE: More like one-fiftieth. 

THE CHATRMAN: That is right; one million bushels as 
compared to fifty million bushels, 

THE WIINESS: In one year there were over six mtllion 
bushels, 

BY MR. PARKER: 

Qe This is the only written document in existence which 
sets forth the rights and the powers of the respective PEaVicies., 
hamely jin. the Saskatchewan Cooperative Wheat Producers 
Limited on the one hand and the grower on the other? 

A. To the voluntary pool; yes, sir. 

MR. MILLIKEN: That, coupled with the contract in the 
first instance, 

MR. PARKER: Oh, certainly. At this Stage, Mr. Chairman, 
I wanted to call to your attention, as well as to the 
attention of the witness, the fact that the only parts of 
the old contract which are incorporated into this contract, 
by reference, are the rights to the company, not the rights 
of the grower. They are not reserved. T think that is what 
it says. 

MRe MILLIKEN: That is not what was meant, certainly. 


MR. PARKER: I will read it again, if there is any doubt 
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about it: 

"--subjedt to the same terms and with the same 

rights to you as are contained --" 

It all talks about the rights of the company. What I am 
getting at, and all I am getting at, is where do we go to 
find in any documents, if there are any, the rights of the 
grower to participate in these deductions at any future 
t ime? 

MR. MILLIKEN: There were no deductions to be taken 
under this. I said yesterday morning that the government 
announced there would be no deductions taken for paying baek 
debts, and there were no more deductions taken under this 
document. The last deductions were taken in 1928. That was 
the first year of the second term contracts. None were 
ever taken afterward, 

MR. PARKER: None af'ter these documents were Signed? 

MR. MILLIKEN: None whatever for two or three years before 
they were signed. | 

MR. PARKER: That is, what I was trying to clear up. 

I am trying to find where the authority lies which confers 

any rights on persons who have some interest in these reserves. 
I thought there might be something thers,, but. if -thetais the 
answer to it, it does explain the point, 

Qe Can you tell me now, Mr. Wesson, whether any grower 
who was under the old compulsory pool, who delivered grain 
on that basis and continued through the years to deliver 
madee this new agreement -- A. They were not compelled 
DD It was all voluntary. 

Qe They were compelled to and did deliver under the old 
contract, voluntarily delivered under the new arrangement. 
There were some such? A. Yes. 


Q.- Where do we go to find out their rights to demand 
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and receive their share of these reserves? A. There is 
no connection between the two, 

Q. Then take them one at a time, A. The reserves 
are in connection with the old contract, and not in con- 
nection with this voluntary agreement. 

Qe Then deal with the old contract first. Where do we 
go to find the rights which a grower under the old contract 
has, and to find ae he can enforce the receipt of his 
interest in these returns? 

A. Up until 1928 he has a certificate, and since that time 
he has a statement. 

Qe A statement? A. Yes, showing his equity. 

Q. Just in the annual statements? A. No; the individual 
gets his own statement. 

Qe Showing what? Have you a Sample of those statements 
here? A. Showing his equity. 

Nee MILLIKEN: Tt is filed, 

BY MR. PARKER: 

Q. In order to .have something on the record, does that 
Show or say that the man can get his interest in that when- 
ever he wants it? Ae No, it does not. 

Qe He can only get it if, as and when the directors 
so decide? Ae. Thet 13 PIcng, 

Qe That is a fair way to sum it up? A. Yes, The 
contract states when he can get those deductions, Ltrs 
Virtually upon dissolution. 

MR. PARKER: That is what I am trying to get. I am trying 
to eliminate anything else that might give him any rights. 

Q@. You say it is all in the contract? A, Yes. 

MRe MILLIKEN: Yes, At the present time there is an appeal 
case before the Saskatchewan courts as to whether or not 


that contract does say the pool can keep the money until 
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dissolution. 

MR. PARKER: The trial decision was in favour of the grower, 
and it is under appeal? 

MR. MILLIKEN: That is correct. 

BY MR. PARKER: 

Q-eNow we come to another point, this reduction of handling 
Charges. DT hope "I am not repeating too much of what Mr. 
Fillmore dealt with, You made a statement yesterday which 
I suggest upon reflection you might want to modify. Mel 2 
reply to a question but by the chairman you said the reason 
you made this reduction last September, or whenever it WAS y 
was because you were ashamed of the surplus you had acquired 
the previous year, You did not mean that quite in that sense, 
did you? Ay LT aid, Sa I just felt that it was too 
much money to go in front of our delegates with, 

Q. Who else felt ashamed besides yourself; the whole board? 

Ae I don't know, I was, myself. I cannot speak for the 
board. 

Q- But it was the board who made the reduction. Did they 
all feel ashamed? A. They may not: 1 wile not go so 
Per Ge theo. TT Am speaking personally, and I say I was 
ashamed of the surplus. 

Qe L am not interested in you personally, particularly. 
The board took the action, no doubt on your suggestion, 

I dare say? A. They may not have been ashamed, but they 
made the reduction because of it, 

Qe I say, do you want to modify that as being the only 
reason for reducing those handling charges? Ase FF it will 
help any you can strike out that word "“ashamea" from the 
record. 

Qe It is a matter of accuracy, if that was the reason, 


to avoid a sense of Shame, that you took this action, 
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We will let it stand; if you wish? As I will leave it 
in, then, 

Q. Very good. You are the president of this association? 
As Yes. 

Q. Who is the general manager? AMT se Ju Dy Bead. 

Q. And this company is operated through this system. 
There is a president at the top, which is yourself, and a 
general manager employed by the directors? As Yes. 

@. The directors are about sixteen in number? 

Ae Yes, sixteen altogether, including the president, 

@» And you operate through a system of delegates, which 
is set forth in your by-laws. Right? A. We do not 
Operate the business that way. 

Q. You do not operate the business? Who does Buna a's 
the business? Loate aS just what I am coming to. I am 
going to direct your attention now, so you will not have 
the slightest reason for saying that you do not know what 
I am driving at, to the fact that I am talking about the 
degree of democratic control in this organization and the 
extent to which each member really has anything to say 
aepouv-rt s That is what I want to discuss with vou," Po 
begin with, you have how many members? A. Around 
a hundred thousand, | 

Q- Scattered all over the province of Saskatchewan? 

Pe rue 2S Trent. 

Q@- And somebcdy has divided the territory in which your 
members reside into a large number of districts. How many 
districts are there? A. There are 165 subdistricts, 

Q. I was not talking about subdistricts? 

A, There are sixteen districts, 

Q- And they in turn are subdivided into subdistricts? 
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Qe Of which there is a total of how many? 

A. A total of 165, 

Qe And the members living in the subdistricts meet to 
do what? They get together as a unit, the growers in 
the subdistricts, do they not; or do they? 

A. I am not sure whether you are talking about the 
delegates or the members, 

Qo No, I am talking about the members. Do the members 
in the subdistrict get together as a unit from time to time? 
A. They meet at Shipping points rather than subdistricts. 

Qe Well, I do not care where they meet. They meet to 
do what? A. To discuss their own business and get reports 
from the delegate, | | 

@+ And do they elect a delegate? A. By postcard ballot, 

Q- By postcard ballot? That Hey Sot OF tne ate 
e2epriots in the distriet <= Tes there a delegate for each 
Subdistrict? pa ee 

Q. They talk over the affairs of the company and discuss 
the reports as they are sent out to them, and they elect 
a delegate? Ae Theat. is Tr eis 

Q. And from there on they are through, that is the 
members of those subdistricts; everything now has passed 
into the hands of the delegates? 

Ae From the standpoint of responsibility, yes, sir. 

He represents them from that time on, 

Q. From there on ,that is so; and then the delegates 
meet, whatever their number may be. All these delegates 
meet, and what do they do? A. They meet in each district 
after each election, to elect a director from among 
themselves. 

Q - Who elects the directors? A. The delegates. 


Q. The delegates from all the districts, meet together? 
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As They meet in each isco. 
Qs Who meet? A. The ten or eleven men meet and elect 
one from among themselves as a director, 

Q» They elect a director? Aha YOO, Sir. 

Q. And from then on the delegates. have about completed 
their duties? fe No. They are responsible for all the 
work in their own subdistricts, besides attending the annual 
meeting, 

Qe They elect the directors, and the directors reel ty 
run the organization? A. They run the administration 
policy. 

Qe I suggest to you that in that kind of set-up He 
individual erower is so remote from the affairs of this 
company that it is nothing less than -= I do not want to use 
the word "silly" but rather beside: tye point to suggest 
that they exercise any real control over the affairs and 
the management of their company; that is, the individual 
growers? A. Mr. Chairman, if Mr. Parker could see the 
piles of resolutions that come in from our People “ini tie 
country, which are dealt with at our board meeting, he would 
not think we were very far removed from them. 

Q. Well, I have not seen them and you have. I put it 
to you in this way. Do you not think that the connection 
is at least as remote and as ineffectual as that of the 
ordinary shareholder, we will Say, in Brazilian. fraction, 
scattered all over the country, who sends in his proxy? 

Do you think there is much difference between the two? 

A. I think there would be a great deal of difference, 

Q- What is the difference? Ae The difference ig 
that each of these 165 delegates lives among his own people 


all the year; he only leaves to attend general meetings 
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and district meetings, and he is in contact ail the year 
round with the people at meetings. Then they meet together 
at our annual meeting, and that is our policy-making body. 
not the board of directors, The delegates are the policy- 
making body, representing the people in the country. 

The Board of directors from that time on carries out the 
administration policy and fits in with the policies gererally 
laid down by the delegates at the annual meeting. We employ 
managers to carry out the administrative policy which is laid 
down in the board room, : 

Q. The point is that there ig never literally a general 
meeting of the shareholders of this company at all. Such 
things do not exist? A. A general meeting of representa- 
tives of shareholders, 

Q. I am talking about shareholders, A. Not shareholdeis 
ase such, 

Qe There is no such thing as a general meeting of all 
Shareholders? fie) NO» SUT, It is too cumbersome: it could 
not be done. 

Q. Perhaps I should say there is no general meeting of 
members. You understood what I meant? A. Yess 
There is not. 

Q.- I left the question of the handling charges before 
I intended to do so, and there is one other point I should 
like to deal with. Accounts are kept, I suppose, so that 
the directors or the general manager know pretty well from 
month to month how the yearts business is proceeding? 

A. Our directors meet one full week in every month, 
and we get all reports submitted from the general manager , 
the departmental officials, and even the president has to 
submit a report. 


Qe The directors and you, as president, are kept in very 
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close touch? A. Fully conversant all the time. 

Q. Right straight through? A. Yes, sir. 

Q. You would know the company's financial position from 
week to week or month to month, whether you were progressing 
or going back? You would have those reports? As “Yos;3 
we get a trial balance every month. 

BY THE CHAIRMAN: 

Qe Is it the practice for the same delegates to come up 
for re-election as directors year after year, or is it a 
new body every year? f£. No, sire I have been a delegate 
for twenty years, and a director for twenty years. 

Q. So there is a-continuity of management? As I hope 
SO. We have changes, of course, every year; some. 

BY MR. PARKER: 

Q. I am coming to that, What I am dealing with now 
is the fact that you have these trial balances, you say, 
brought to you every month? Ae YeESe 

Qe And that trial balance discloses whether the revenues 
of the company are coming in as expected, and so forth, 
and whether the expenses are being kept within the estimated 
Control, and all oe sort. of thing? A. Yes. 

Q. Then I put it to you in this way. In August, 1944, 
when you attended with the Line elevators to have the 
handling charges fixed for the current year, you knew and 
y our directors knew pretty well what your profits were 
soling to be for the year then just’ closing? 

Per hen bt ibs 

Qe Why not, if you had this information from week to 
week? Ae A trial balance does not finally denote the 
position. An interim statement in the month of May gave 
us a position which did not nearly come up to that figure 


at that time. 
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Q. What did the month of June show? ' Ae The trial 
balance would not show that. It is the interim statements 


that show the picture. 

Q- And you had nothing from June until -+ When was it 
this meeting took place with the Board of Grain Commissimers? 
A. I think it was the month of July e 

ae) PUG LS Go. you; then, that in the month of July, 

did not you and your board know that your surpluses were going 
tO be very much bigger for that year than they had been the 
year before? A” OR, yes. 

Qe Yet you went and attended that meeting, that is you 
did or your representatives did? he MOS s 

Q. Md made representations asking that the handling 
charges and the storage charges be fixed at the same as they 
were the year before? A. At three cents a‘ bushel, 

Qe The same as the year before? Ae HED 1S Trieht. 

Q. 4nd they were fixed at that, as a maximum? A. Tes, 
the maximum. 

Q. And then as Mr. Fillmore put it to you yesterday, 
within a few weeks, or whatever it was, you suddenly 
acquired this information that this surplus was so big. you 
did not need it? As That LS Pignt, 

Q@. Is that a correétway to put it? A. Yes, because 
we got an auditor's statement in September. 

Q.- I suggest that your representative, if he did not 
have the auditor's statement, at least had a pretty clear 
indication of how the financial statement was coming out 
when he attended that meeting? &. No, he would not know, 
I did not know. I would not estimate within $1,000,000 at 
the time, 

Q.eVery well. You know, and I do not. Then again, 


did competition enter into the judgment and consideration 
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of the board when they decided to reduce those charges from 


three cents to one cent? Ae No Sir « 

ae ely 220 nob? A. No, sir. Why should there be any 
competition? 

Q- I do not know; I am just asking you. Po PUe Sip. GO 


you, Mr- Wesson that if you reduced the handling charges 


and the Line companies did not, it would be a distinct 
advantage to you? A. That is in the event of normal 
conditions. 

Qe I am talking about conditions as they were. A. The 
or owers now must use all available space. It would not matter 
what it cost; they would still have to use it.. 

Qe JuSt one question about the building in Regina. 
In which company does the title to that building stand? 

A. Saskatchewan Cooperative Producers; the parent 
organization 

Qe They hold the deed? is YOSs 

Q. Is there any mortgage on the premises? Ae NOR) Sirs 

Q. How was the purchase of the building financed? 
A. It was paid for from the commercial reserve of the wheat 
pool. 

Q. And the wheat pool has its general offices in that 
pai ldine? A Vee, wore. 


Qe When was the purchase made, how many years AZO sy 


about? A. I think it was it was 1928, 
Ga 2nd it. is’ a bie building? A. Yes, it is: thres 
storeys. 


Q. Ihe offices of the assod ation do not occupy the whole 


building? A. No, there is some space rented on the ground 


floor. 
Q- Rented for what; for commercial purposes? 


A. It is rented to the provincial governmat, the Department 
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Natural Rocwinicsyand to a bank in one corner. 

Qe You have substantial rents? I am not interested in 
how much, but you have substantial rents from the government 
and from the bank? A. Yes. 

Q- And you said something about charging yourselves 
with rent. Just how does that go through? The company 
charges itself for occupying offices in its own building? 
Just what do you mean by that? fs, The pool:and Pool 
Hlevators pay rent for the space they occupy, 

Qs. The offices of the Pool Elevators ».are. in there? 

AW Andithe offices. 6f) thespoek, 

Q. I was talking about the pool first. The offices 
of the Saskatchewan Cooperative Producers are there? 

AAW Say (obrs 

Q. They are the owners of the building? A. That is 
right. 


Qe And Pool Elevators have their offices in. there, and 


' they pay rent to the Qooperative Producers? Ae That is right 


Q. And then Modern Press; have they any offices in there? 
i. NO,g SiC} they are, in Saskatoon, 

®, Any other of the subsidiary companies with offices 
there, in addition to Pool EKlevators? A. For the sake 
ef complying with the law there is supposed to be an office 
of Pool Agencies there. 

O. I do not care whether or not you comply with the law; 
a11 IT am interested in is whether there are any other 
tenants in the building paying rents? 

Pea.) BAT. 

Q. In addition to the ones you have mentioned? A. Nobody 
else paying rent. 

Q. Are there any occupying space who should pay rent, 
who are getting office space free? Ae Noe Even the 


Pool itself pays for its own space, into the head office fund. 
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Qe The pool pays itself rent? A. That is rights. 

Ge, Wolly Chet is ail’ right, if they can do it that way. 
I do not understand how. Do you want to add anything to 
that? fa Noy, Sirs 

Q» Ihen tell me why, when the pool decided to operate 
these various businesses, instead of carrying them on as 
separate departments of Producers Limited they went out 
and incorporated these other companies and carried on their 
business with the aid and through the medium of separate, 
ordinary joint stock companies? Why was that done. 

Ae We did it on the advice of our counsel at the time, 

Q. You as manager, as the president of this company, 
have no knowledge and cannot tell me why that was done, 
and how that serves the purposes of Saskatchewan producers 
better than operating as separate departments of your 
organization? Ae I can answer in one case. In 1925 
the Pool operation itself was so big that we decided that 
there must be two separate and distinct organizations, 
under separate managers. 

Q- Who decided that? &. Counsel recommended it, 
pecauss. of that situation. 

Q» What about these other companies? A. That was 
on the advice of: counsel. I could not. answer “dt, 


Qe Beyond that you cannot go? Ae No. 


Q. You realize that an ordinary. joint stock company 15 an 


entirely different business set-up from merely a department 
of another company? You realize that? A. It 18 4 
different legal entity; yes’, sir. 

Qe And that the question of liability may be affected , 
according to whether you operate through a subsidiary 
or as a department of your own company? 


Ae That is one of the reasons, I think, advanced why 
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each group should stand on its own feete 
Qe And they have been Standing on their own feet pretty 
well since then, have they not? A. All except the Modern 
Press. 
Qe We will leave that out, then; that is the cripple 
of the family. The others have been what we would call 
ordinarily successful? Ae YOS, sir 
Qe Ever since their birth? Meteay ears 
Q. If they were not in any way connected with the parent 
organization; if they were literally standing on their own 
feet, you would say that they had all been profitable, 
at least reasonably so? A, And all controlled by the same 
people. | 
Qe« I do not care about that. J am assuming they were 
individual units, and were entitled to keep their own money. 
The accounts and the records show that they have all been 
making money? Ae Saving money. 
Q- You have to make it before you can save it? 
Ae nat is right. 
Qi Then they made it? A. Made it for their members, 
es Ud nob ask you that. A. We always say “save it," 
Q. You have no objection to discussing it with me, whether 
or not they made it, have you? Bae ll Ds hs = dk A 
Q. They were successful joint stock companies, and they 
operated in a way and a manner which gave them profits at 
the end of the year. Is that not true? Ae If you want 
to call it profits. We call it savings. 
Qe In an ordinary joint stock company? A, Yes, 
we do. 
Qe fll joint. stock companies? 
MR. MILLIKEN: Mr. Parker, I think you are now asking 


questions which have to do with law rather than statements 
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or Lact. If you were to follow your question and say 

is it an ordinary joint stock company when it undertakes 
an obligation to refund part of its earnings, it would be 
an entirely different thing; but you are not saying that. 

MR. PARKER: That brings me to another question. 

Qe Do you think the manner in which a joint stock company 
disposes of its earnings can affect the question of whether 
or not those earnings are profit? Ae Well, we laymen 
take that view, We may be wrong, but we take that view. 

MR. PARKER: That is what I am getting at. 

MR. MILLIKEN: I would say that is not exactly right yet; 
it is not the manner in which it disposes of its earnings; 
it is the obligation which it may be under in connection 
with those Ses nest The answer to your question, I think, 
would be a matter of point of Views 

THE CHAIRMAN: It is a matter of argument. 

MR. MILLIKEN: I think so, 

THE CHATRMAN: There have been so many refinements of 
phrases in this inquiry, 

MR. MILLIKEN: Yes, so I am looking forward to the 
argument. 

BY MR. PARKER: 

Qe Just a question about the insurance subsidiary. 

The parent company also shares in pool insurance, does it? 
Ae Pool insurance is held by the pool elevators, 

Q@. And Pool Elevators in turn are held by the Producers? 
A. Yes, sir. 

oy So we heve to go through two hands to get back? 

Ae That is right. 

Q. Why was that organized in that way, under Pool 

Elevators? Why mot make that a son of the parent company 


instead of a grandson, so to speak? Ae It used to be, 
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but you see the insurance is carried on for: Pool Elevators 
and not for the Pool. The Insurance business is for Pool 
Hlevatorse 

Q- Pool Elevators own their assets, and Saskatchewan 
Producers have no insurable interest in those assets, I 
suppose? A. That/is rights 

Qe Do they insure the property of anybody excepting 
the property of Pool Elevators? A. Not to my knowledge. 
It is a small fraction of one per cent if there is any. 
It might be an employee's car, or something like that. 

Q. Why do they do that? Why do any part of it? 

Ae I could not answer that. It became a policy -- 


Q. But you say it is trivial, whatever it is. It does 


not do any great proportion of other insurance? A. No, 
Siyginone atiaih, It is a fraction of one per esnt of the 
total. 


Qe Then one word about expansion, and I am finished. 
You mentioned in your brief a programme of expansion which 
you have in mind? Awe Lesy tains 

Q. That is what; an oil crushing plant, or something to 
do with vegetable oils? As That is the first projeot. 

Q. What is? A. A flax crusher. 

Qs. And I suppose there is no limit, within reason, 

to which this company may not expand in various fields? 
Ae Oh, yeSe 

O. Wheat. is the Limit? A. As far as we can find 
out, there are certain functions that can be carried on 
by a producer cooperative in industrial work, in manu- 
facturing products from agricultural products, There is 
a limit; there is a line of demarcation as to “how far 


you should go before it should be turned over to the consumer 


groups. We cani¢o so Tar. 
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Q. That is what I am trying to get at. Could you give us; 
Speaking generally, what that line of demarcation is up to 
which a producer cooperative ean indulge before it can no 
longer reasonably be said to be assisting the primary industry 
to get rid of its product? 

A, Could we illustrate with flax? 

Qe Yes, go ahead. A. The Pool sets up a flax-crushing 
plant... We crush oil; we get oil and proteins, oil cake 
and oil meal. Any surplus or anysavings that can be made 
velong to the producers. If we go into it further and 
set up a paint-mixing plant, and go out and buy pigments 
and other things, we are stepping beyond our cooperative 
status for exemption under taxation and saving. On the 
other hand @ consumer group, on the consumer side of the 
movement; can go into a paint-mixing plant, can go out and 
buy pigments and so on, as long as they sell the product 
to their own membership, with a leeway of twenty per cent; 
they are still a cooperative. We have learned this line 
of demarcation because of certain discussions with the 
ministers and the department during these ieee two or three 
years, and we are guided a good deal in our programme because 
of the opinions of departmental officials of the government 
in Ottawa at the present time. 

Q@». Have you given consideration to this question. » You 
operate, you's belleve, as a cooperative? he. Yess, sir% 

Q. That is the system under which you operate? 

Awe Very definitely. 

Oo is it your,objective, ultimately thats you and) ores: 
cooperatives should occupy the entire field of the 
business world? Ae) Noy sie 

Q@. Can you give us the extent to which you consider you 


Should go? A. Iwill admit, as far as we are oonoerned, 
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“it would be only to deal with the handling and the processing 
of agricultural products, and no others. 

Q. All agricultural product? A. That we control 
ourselves. 

Qe How many do you anticipate controlling? Lee ie aour 

objective to get. control of all the wheat, for example, or 
substantially all? A. We could not do that. 

Qe Why could you not? A, Because we are a voluntary 
organization. There is no compulsion for anybody to deliver 
to Pool Elevators. 

Q.- I should think if it is good for one hundred thousand, 
I do not see why it would not be good for another fifty 
thousand to come along also? A. That could only be 
done by legislation which would compel the balance to do it. 

Q.- Why would they not come voluntarily, as well as the 
one hundred thousand who did come, if it is a good thing? 

A. Let me repeat that, while we have those one hundred 
thousand members, they are not compelled to deliver grain 
to pool elevators. It 1s all voluntary, even though they 
are members. It always has been SsO« We had a compulsory 
contract for pooling, but there is no compulsion in regard 
to the delivering of the grain to pool elevators, and never 
has been. 

Qe Are you affiliated in any way, or have you any working 
arrangement with what we will call the general cooperatives 
under the Cooperative Union? A. Only for the purpose of 
meeting and discussing general policiese 

Q. Is your organization, the group which you represent, 
in accord with the views of the national union on this 
movement and its place in the economic world? 

A. The Cooperative Union of Canada? 

Qe YESe Aw (Ob, ¥oos 


Q@. And are you in accord with them on this question of 
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taxation? A. Yes, sir. 

Qe You have discussed that with them I take it? 

Ae We are part of the Union. We are members of the Union. 

Qe /nd have you discussed with the Union, or as a 
member of the Union, any recommendations to be placed before 
this commission, to try to solve this problem which we are 
here to consider? A. Yes. Mre Good will deal with 
that at the opportune time, 

Qe The views which Mr. Good will express as president 
of the Union, we can take from you as clearly expressing 
the views of your organization? A, If we can come tera 
unanimous opinion prior to that time. 

Q. That is what I am coming to. I do not want to 
anticipate Mr. Goodts recommendations, but are you in a 
position to say now whether the recommendations that he is 
going to submit have become finalized,’ or are they ‘still 
being discussed? A. They are’ stil beine diseusseds 

Q@. You have made known to him the views of your 
organization? Ae Yes. 

Q. And assuming that the views which are held by your 
organization do not meet with the approval of the whole 
Union, just how and when are we going to ascertain your 
views unless we get them now? A. Mre Milliken will let 
you know at the time if there is any difference, if I am 
not here myself. 

MR. MILLIKEN: JI think Mr. Wessonts views ave in this 
brief which has been read, 

THE WITNESS: Our views are in this brief. 

BY MR. PARKER: 

Q. Then perhaps you can turn to them and tell me just 
what your views are, besause we do not want two sections 


of the Union coming in and giving separate recommendations? 
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MR. MILLIKEN: They are on page 38, as to the question 
of taxation. 

THE WITNESS: I think it starts on page 37. 

BY MR. PARKER: 

Q- You just say, "Do not tax us at ale. That is all ther: 
16 00.4.7 Qe Tey Tere tee savings; all the money 
is savings, belonging to the members, 

Qe Then just one more question, Is your position this, 
that because of the way you are constructed, that is the 
company; because of the way it is set up and the way it 
operates, you just do not have any income to tax, and therefore 
that is the end of the matter? Or do you take the position 
that notwithstanding that you do have taxable income, you 
are exempt from the taxation by the provisions of the statute? 
Which of these pesitions do you take? A. Hither one, 

If the statute was not there, we would still take the same 
stand, that we make no profits but only earnings which belong 
to our members. 

Qe Are you prepared to recommend that section 4(p) be 
repealed? Do you feel safe in standing on the nature of 
your business not to attract taxation? Ae I have not 
been authorized to make that recommendation, 

BY THE CHAIRMAN: 

Q- In fact, Mr. Wesson, you derive some comfort from 
seetion 4(p)? A. Yes; we have, up until 1940, 

BY MR. PARKER: 

Qe That is your position? Ay Xoo. Sirs 

Qe I am serious about this, You believe honestly that 
you have no-income by reason, as I say, of the nature of the 
businsss? Ae ret De tes, 

Qe But if by any chance you should be wrong on that, 
then you hold that section 4(p) should be there as a sort 
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of second string to your bow. Is that your position? 
A. That might cover it very well. 

Q. Are you reasonably familiar with this section 4(p)? 
Have you made a study of it at all? I do not want to 
ask you questions of law. 

Ae I have never found many lawyers who would agree 
on its interpretation, so I do not propose to try to interpret 
it. 

Qe I will agree with you to this extent, that it may 
need clarifying. But do you hold that it: covers all of 
the activities of your companies? Ae Yes, we doe 

Q. It is not limited to the primary producers, dealing 
With primary products ? You do not hold that, do vee 
A. We doy because, as we say in the brief, under the amended 
acé we had a refund of our last taxation year, from 1928, 

I think; and since that time we have received letters, 
right up to February, 1940, which said that in the opinion 
of the department we were exempt under section 4(p) of the 
Income War Tax Act. There is no reason why we should have 
doubted it, and we conducted our business under that 
protection; or, as the chairman chooses to call it, we 

got a certain emount of comfort from ite Why should we 
throw away comfort, if we have it? 

Qe Did you pay provincial income tax, when it was 
Ln oreo? As Yes, we did, 

Qe On what basis? A. It was very small, 

Qe Why did you pay at all? Was not the same 
exemption provided ih the Saskatchewan act? A. We paid 
it under protest for years, but then there was another 
evil that came into the picture, the corporation profits 
tax, which would have cost much more money than the assess- 


ment, so we thought discretion was the better part of 
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valour. 

MR. MILLIKEN: By the way, just in that connection, 
the Saskatchewan act was not like the Dominion act. The 
exemption for dooperatives in the Saskatchewan act said 
that any organization incorporated under the two Saskatchewan 
cooperatives acts was exempt, and none others; and they allow- 
ed the patronage dividend. We did appeal one year against 
it but, as the witness has said, we dropped the matter 
because there was a nother tax there which might have been 
worse. 

Qe Is that not correct? he That is -7ient, 

MR.PARKER: I understand that Mr. Steer wishes to ask 
the witness one or two questions, Perhaps he should do 
so before Mr, Milliken resumes his examination. 

Pr MRS BLLUTOTT: 7 heave’ ae fay Questions that I should 
like to ask you, Mr. Wesson, Yesterday, in reply to 
Migs Fillmore, you said that 2n 2632 and 1952 approximately 
one fifty-fourth of the wheat received by the elevators 
belonged to the voluntary pool? A. I agreed that was 
the case, from the figures quoted, 

Q. And those were the figures? Ax Yess 


Ga On any case it was a rather small proportion? 


A. Very small. 

Q. Are we to understand that the small proportion which 
was pooled represented the wheat of all the members which 
was handled by the elevator system? Ae Oh, no, sirs 
Pool members sold wheat on the open market. 

Qo Have you any information concerning the proportion 
of memberst wheat to total wheat which you handled, or 
which the elevators handled? A. Through the years? 
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MR. MILLIKEN: It is filed with you, sir, starting I 
think with 1935. 

MR. ELLIOTT: I wags particularly interested in this 
previous period, 

MR. MILLIKEN: If you would like the figures we will get 
them and file them with YOUs | 1 

MR. ELLIOTT: Thank you very much. 

Q. A refund of excess charges, you said in your briet, 
was declared; and on page 15 you say that the surplus for 
t he years 1932 to 1938 was distributed on the basis of the 
volume of business done for that whole period rather than 
for each twelvemonths period. Why was that method followed, 
instead of taking the twelve-months' period? A. We were 
going through a lot of bad years, you remember at that time, 
Mr, Commissiorer, and we were trying to rehabilitate ourselves 
financially, to keep our head above water and meet our commit- 
ment to the governmam t. The result was that it would have 
entailed an enormous amount of bookkeeping during those dif- 
ferent years. So the board, wisely or otherwise, decided 
to make a distribution of the money that had been used to 
meet the principal payment on the basis of bushels, on the 
same basis through all the years. 

Before you ask me, I am anticipating your question, 
How could we have allowed those who delivered grain in 1937 
am earning, when we had an extreme loss, I will agree with 
you that it could rot be so; but the delegates, in discussing 
this whole thing, which took a number of days to settle 
this whole question, decided at the time there was on ly 
one way it could be done, and that was to take the full 
period and apply the one-half cent a bushel, or whatever 
it was, during the period of about eight years. 


Q.- When was that decision reached, to distribute it 
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on that basis? A. In 1938. 

BY THE CHAIRMAN: 

Q. Would that not involve quite a bit of accounting, 
to ascertain the basis of distribution over all those years? 
A. We had our records; but if we had taken each year it might 
have been -- well, it was less than nothing in 1937; it might 
rave been one-sixteenth of a cent in other years, or one and 
a quarter gents in other years. It was easier to do it 
this way. 

BY MR. ELLIOTT: 

Q- It saved a great deal of computation to handje it in 
this way? As That Te rpg: 

Q.- On that same page, 15, you say that in 193% the refund 
of excess charges was declared on something in excess of 
$714,000. When was that deeisrea 

MR. MILLIKEN: JI wonder if it might not help if I were 
to make a statemm t and ask the witness to verify it; 

I think it would clear up what you are getting at. 

Qe Mr. Wesson, these patronage dividends from 1930 to 
1958,-- they are the ones you are referring to, sir?-- 
when the pool decided in 1931, I think it was, that they 
would require:. all of their earnings to pay the heavy over- 
payment to the government, which called for about $1,150,000 
a year, they passed a resolution, did they not, to the 
effect that there would be no further patronage dividends 
for any earnings paid out for the time being? 

A. And no interest on the deductions. 

Q. That is, that they would be used to pay the debt? 

Ae Yese 

Qe Out of those patronage dividends from 1930 to 1938, 

some $2,500,000 -- A. It was $2,559,000. 


Qe It was never paid out at all; it was merély credited 
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against the overpayment of the individuals? That is, 
wherever anyone who was entitled to any one of those patronage 
dividends in those eight years had an over payment from the 
1929 crop, the patronage dividend was oredited against the 
Over payment. At that time they intended to try to collent 
it from the individuals. If the patronage dividend was more 
than the overpayment of the individual , the difference 

was paid, If he had no overpayment at all, the difference 
was paid, and there was only about $290,000 that was actually 
involved in a money transaction. The rest of it was merely 
charged off to overpayment. 

I want you to listen carefully, Mr. Wesson, in ease I 
am wronge In 1938 or 1939 they decided there was no use 
longer trying to collect this money from the individuals, 
and decided that they would clean up the business in this 
way, by wiping out the charges and individual debts against 
the individuals, because they thought it was no use trying 
to eollect any more of it, and that they would merely pay 
it from the earnings of the elevator company. The elevator 
company gave a mortgage to the government, as Mr. Wesson 
explained this morning to Mr. Fillmore, and the moneys 
paid are shown by the books of the company to have been paid 
by the wheat pool. Therefore the elevator company kept 
transferring this money to the wheat pool, which was then 
paid to the government on the mortgage. Is that all clear? 
Ae thet 18 right. 

bi MR. ELULOTT: 

Q. This 1933 figure of $714,000, then, represents what, 
exactly? A. The principal that was paid to the govern- 
ment. 

Q@.- On behalf of those who had received excess payments? 


A. That is righte 
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Q. Did that include both members who entered the vol- 
untary pool’, and those who did not? A.No, sir; just those 
pooling under the contract in 1929, 

MR: MILLIKEN: Just those who had received an over 
payment. 

THE WITNESS: Yes, those who had received an overpayment. 

BL AMR Che EbEOpys ’ 

Q. Those who had received an overpayment under the con- 
tract of 1929? A, YOsS. 

MR. MILLIKEN: That is, they were eredited. There might 
be somebody who had joined the pool since 1929, who had not 
been a member before that. 

“THE WITNESS: May I interrupt to say there was another 
class of people: members who had no grain to deliver, who 
were completely hailed out, and all that sort of thing. 

They were still members under the contract, but they delivered 
no grain, so there was no loss. There is always a large 
number in that class each year, as you know. 

BY MR, ELLIOTT: 

Qe And you have told us that you are submitting to the 
commission a detailed statement about the way those excess 
payments were handled? A, Yes. 

MR. MILLIKEN: Yes, the way the 1929 overpayment was 
handled. 

BY MR. ELLIOTT: 

Q. I should like you to get straight, for the record, 
these exact dates that you told Mr. Parker about. I under- 
stand that in June your board of directors received an 
interim report? A. In May. Every May we receive one, 
which gives an estimate of our position. 

Q. And that report would be considered at a meeting 


of the board of directors? As YOSy Sits 
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Q. Held in what month? Ae In the same month: May. 

Q. Then in July you made your representations to the 
Board of Grain Commissioners concerning the charges for the 
Subsequent year? Aa TES, Shr. 

Qe And in September you received a statement from your 
auditors? A. That is right. 

Q. Which showed your situation during the last three 
months, as well as the rest of the year. Prior to receiving 
that auditorst Statement, did you have another quarterly 
report? IY Walon op bah I think for the purpose of clari- 
fication, it seems to me there is some misunderstanding 
as to the knowledge that we must have at all times. We 
take delivery of grain every three months. I am only speaking 
from memory, but I believe we actually received somewhere 
around 50,000,000 bushels in three months which was not 
anticipated when the May interim statement was brought in. 

At the end of July, of course, we are not in a position to 
know. The May interim statement may be dated Up, VO. April 1a, 
Or perhaps April 1, I do not mind admitting to you frankly, 
Sir, that the final results astounded mé, compared to our 
estimated position in the month of May 

Qe And your auditorst statement gave you the situation 
Upoto. July. 31? fe Yes, which we received in september. 

It takes some time to clear the books and get the balance, 

Qe And that was considered at a meeting of the board 
of directors in September? A. The position was considered 
by the three boards together. 

Qe And a deqision was reached by your board? A. Separate- 


ly, as to the amount. 


u 


Q. As to the change in policy? A. As to the amount of 


the change. 
Q. And the date of the change in charges; what date was 
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that? A.Speaking from memory I think it was about October 
1 or October 2, 

Q. Then subsequent to that, presumably, there was @ 
general meeting of the delegates? A. The first week in 
November. 

Qe Thank you very much; I wanted to get the sequence 
straight, Aes Mey TE sear, Sir, that the delegates approved 
the policy unanimously. 

BY MR. ARNASON: 

Q- If you will permit a question or two, I think you said 
the reason why you had discontinued the payment of interest 
On your elevator deductions from 1931 to 1944 had been because 
you needed the limited earnings of the company, or had to 
use a substantial portion of the earnings of the company 
to meet the obligations to the government under the terms 
of the overpayment? A. Yes, sire 

Q. In view of the changes which have taken place since 
1942 in the financial position of the pool, has consideration 
been given by your delegates to the making of a payment on 
what might be termed back interest, that is for those years 
during which no interest payment was made? 

Ae NO, sir, we did not pay any back interest; we paid 
interest at three per cent for the one year, 1943, and then 
1944, Might I say, sir, that delegates in annual meeting 
decided this for the board about 1931, and I do not mina 
admitting to this commission to-day that the delegates 
again told the board what to do in 1943, because we had 
not recommended it. In other words the delegates come 
in, and they represent the people in the country, and we have 
to carry out what the people want, as well as we can do it. 

Qe At the bottom of page 15 you say that refunds of 


excess charges are paid to members onlys Have your 
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delegates ever considered making a patronage refund: to non- 
members? A. No, sir, they never heve in twenty years. 

Qe Would you care to enlarge on the reasons for that? 

A. Because we believe that it is so easy for farmers 
to voluntarily join the pool organization we should not 
offer then any monetary incentive to join by paying out 
patronage dividends, It is quite free for themto come in. 
We have no policy under which we make deductions and auto- 
matically make the individual a member or shareholder, 

He must pay the money and become a shareholder. 

Q. With reference to patronage refunds which are declared 
or are credited to the members in one year, or on the basis 
of the operations of a certain year, and for some reason 
or other the payment of those refunds to the members in 
cash is deferred, either wholly or in part, would it be your 
opinion that the individual member should consider those 
refunds as a part of his income in the year in which those 
refunds are credited to him, rather than to wait until they 
are actually paid to him?’ "A, 1 think that would) be the 
fairest way. 

BY MR. VAUGHAN: 

Q. Mr. Wesson, on page 38 of the brief you say "these 
savings" referring to the savings of the cooperative, "which 
after all represent part of the selling price andthe farmerts 
deductions are now subject to tax as part of the income of 
the individual." Have you ever tried to get any figures 
as to how many of your members pay income tax? You have 
a hundred thousand members. Do you know how many of those 
actually pay income tax? Ae I could not say, but I can 
only tell the story of what I am conversant with; that is 
the case of my own brothers, who farm my farm as well as their 


OWn. Their share of the distribution last year from the 
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previous year, $2,165,000, amounted to approximately 
$200, and it became part of their income in that year, and 
they paid additional tax because of it. 

Qe I know your brief is right where you say it is subject 
to income tax, and I had no reason to think you would have 
the figures, but I just wondered if you had ever made any 
teauiry fron. tae Standpoint of the pool to see how many 
actually did pay income tax? A. No, sir, we have not. 

Q. When you make the rebate for the excess charges, 
is that reported to the Income Tax Department in any way? 

As I am not clear on that. I am quite sure that when we 
distribute the interest payment cheques, we have to deduct 
7 per cent under the law from those small cheques, and some 
of them are very small. 

Q. But this amount which you say is subject to income 
tax when it is handed to the individual, is there any report 
made by your organization to the Income Tax Department? 

Ae On each individual account? 

Q- The same as it is done by corporations, in reporting 
dividends? A. I could not answer that question. 
We would have to get that for yous 

Qe Mr. Parker asked you some questions about the sub- 
Sidiaries, They all have a limited liability, the same 
as corporations, I presume? As Xesy sire 

Qe Any one or all of the subsidiaries could fail without 
any responsibility falling upon the parent company? 

A» Finally the load would come back onto the parent 
organization. It has to. 

*Q@. Do youthink it really would, if they are under limited 
liability? A. Well, take all the losses suffered by 
the Western Produger.e The pool had to foot the bill each 


year and pay the deficit. 
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Q- They might have done it, but did they actually have 
a? es Le ate shy If they are separate entities, operating under 
limited liability, one would think they could each go under 
separately? A» I suppose we could let it wind up, but 
we did not wish to do so, | 
MR. MILLIKEN: You are asking an interesting question, 
and I think the answer would be Yes for all but Pool Elevators; 
but you will observe that we have said in this brief . it 
somewhere, I am not just sure where, that the Pool Elevator 
account is always guaranteed by the pool with the bank, 
and the result of the limited liability of the Pool Elevators 
has never been of any significance at all. We might as well 
not have it, because ever since it started the pool has had 
to guarantee its bank account. Then when the Pool ran 
into the overpayment, the Elevator company had to mortgage 
its assets to the government, so we had in that one concern 
no deficit. But in connection with the others I think what 
Fou Say is Gorrect. <All the Maine would stand their 
own feet. 
BY MR. VAUGHAN: 
Q- Mr. Wesson, you said there was a pool for each kind 
of grain, a savings pool, but not a savings pool for each 
grade? ie EDA WS Va Bias 
Q. I presume you set rates for each kind of grain, 
wheat, oats, rye, bariey, flax and so on; that is, rates 
Tor eed ne As YeSe 
Qo Then how do you determine the cost that applies to 
each? Ae Our records show the amount of revenue we have 
received in handling wheat, and the storage we have collected 
against oats, barley, flax and oo 
Q. You can keep your costs in such a way that you know 


the charges applying to each? 
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Ay ies, sir. We Know the per bushel position of all classes 
of grain at the end of each year, the cents saved on each 
class. 

Q. I was just wondering if that was merely some average 
or arbitrary figure? Ase Nove 

Q. It is pretty accurate? A. It is reasonably accurates 

Q. Regarding the non-members, there 1s a certain saving 
made through non-member business. Where does that saving 
eventually go? A, It becomes part of the income for 
distribution. 

Q. That means it goes to the members? A. That is. righte 

Q. As a profit from the business of the non-members? 
Ae COrrect.s 

MR. PARKER: Mr. Steer wishes to ask a few questions. 
Should he go on now or ale he defer his questions until 
after lunch? 


THE’ CHAIRMAN: I think we might as well adjourn now. 


At 12.35 pem. the commission adjourned until 2.15 Pets 
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The Commission resumed at 2.15 p.m. 


JOHN H, WESSON, examination continued. 


MR, PARKER: I understand that Mr. Steer would like to 

ask a few questions of this witness, 
BY MRy OTHER: 

Q. I have no doubt, Mr. Wesson, that you agree with 
the statement that your counsel Mr, Milliken made yesterday 
morning with regard to the important part played by the 
Unitod Grain Growers in the development of the farmers move- 
ment in western Canada? As Vea.) Loew sid i aimee, 

Q. As a preliminary, I wonder if we could know just 
what documents have been filed on pehalf of your Saskatch- 
ewan pool, I take it we have had the annual reports for 
the last ten years. Is that right? A. I could not answer 
Beets what has been filed: You wil) have to sot that from 
Mr, Milliken. 

Q@. 1 take it these annual reports for the past years 
have been filed, Mr. Milliken? 

MR, MILLIKEN: That is correct. 

BY MR, STEER: 

Q, From what you have stated, I take it that we whay 
rely on the accuracy of the statements contained in those 
reports? beetles hs aia fee a 

MR, STEER: Mr. Chairman, Tama little puzzled to know 
what has been filed and what access counsel are going to have 
to what has been filed. 

TYR CHAIRMAN: That is for the information of the 


Commission only, Mr. Steer. 
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BY MR, STEER: 

Q. Now, Mr. Wesson, I gather from what you have said 
and from the documents, the annual reports to which I have 
referred, that the amount of capital stock of the Saskatchewan 
pool is comparatively insignificant. A, It represents a 
dollar for each shareholder, 

Q. It represents about $127,000 for the year ended 
July 31, 1O44? <A, Yes. 

Q, The real capital of that organization consists of 
the elevator deductions and commercial reserve deductions? 

Reena 28 (iene .. Sir. 

Q. It has been stated here on several occasions that 
these deductions are regarded as a permanent capital fund to 
pe repaid to the people who are interested in them, only on 
the dissolution of the pool? A, “That is my understanding 
of the terms of the contract. 

Q. That seems to be borne out by section 4(ce) of 
your charter, which provides that these moneys are to be 
paid as, in the absolute discretion of the company, may seen 
expedient, It also seems to be borne out by a statment that 
ie found in your brief, if J understand it correctly, as to 
what you do with patronage dividends, excess charges or 
eee moneys. Tell me if 1 am right in that... 1 am Yo- 
ferring to page 7 of the copy I have, which would be about 
page 14 or 15 in the other copy. On that page you say: 


"Tn order to keep the ownership of both the elevator 


and commercial reserve deductions in the control of active 
members, the elevator company for years past paid only part 
of the refund of excess charges in cash," 


MR, MILLIKEN: It will be found on page 17 of the other 


copy. 
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BY MR, STEER: 

Q. The brief goes on to says 

"The remainder has been used to purchase elevator and 
commercial reserve deductions which have been placed to the 
credit of the patron member in lieu of cash," 

A, Yes. 

Q. I understand that when you credit to a patron member 
a share of ‘elevator deductions In ‘lien’ of cash, at some aub— 
sequent time you are going to sell that share to somebody 
else? A. No. The money is used to purchase from estates 
and others, outlined on page 17, the actual equity and turn 
it over to the new member, or it may be an old member, at. 
any rate to the new investor. That is a good word to use, 

CO). fsa matter of “facts there are two types of member- 
Ship. There is the membership that originates in the pay- 
ment of one dollar for a share and there is the membership, 
or there is the class ‘of member who, in addition to having 
that dollar share, has a share in these commercial deductions 
or elevator deductions. Is that right? AS) Ghat ilesus vor 
one year. New members, after delivering for one year under 
this policy, automatically get a share of the equity in 
elevator and commercial deduction reserves, 

& That 46 to say, “on new declarations, If a man be- 
comes a member this year, next year, if you make a declaration 
of what, for the sake of conciseness, we will call a patron- 
age dividend, then he gets his share of that patronage divi- 
dend? A. If the new members who joined last year, who 
took out membership in the organization, deliver grain they 
automatically get a half cent a bushel value of these re- 


serves on the basis of this set-up. 
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Q. And that is credited to them on the books? A, Yes, 
and they get a statement to that effect. 

@. On the other hand, a man who has not delivered grain 
and who wants to acquire an interest in these reserves can do 
so by purchasing from the pool? A, No, from another member. 
We merely act as intermediary in making the transfer. The 
pool buys nothing for itself. It cannot. 

THE CHAIRMAN: He must be a member. 

THE WITNESS: ves. The board does not make transfers to 
anyone but members. 

BY MR, STEER; 

Q. Perhaps this is a legal question which you would 
prefer Mr, Milliken to answer, but really that reserve fund 
of yours, whether capital reserve or commercial reserve or 
elevator reserve, is practically identical with the ordinary 
capital stock fund of the ordinary company? fig Wee ee. 
would bot apres to that at all. It may be a legal question 
which I cannot answer, but from the standpoint of the layman 
a Snob) what. 

Q. How do you regard it? AY The farmer himself does 
not own any stock. 

Q, What does he own’ A. A statement or certificate. 

Q. He has a certificate that on the dissolution of the 
company he is entitled to be paid so tuch money. 18 that 
right? <A. Yes, either by way of discount or accretion. 

On Dtacouns or accretion? ae Yes, 

Bee et. Tee dissolution, the only way that owner can 
dispose of his interest is to sell it back to you and you sell 
it to somebody else? A, Well, we have already transferred 


over $3,000,000 worth. 
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Q. Quite so, to new members? A, So that they are 
reasonably liquid. 

MR, MILLIKEN: Mr. Wesson told you a few moments ago 
Ginsu “nie can sell it: to any other member, “The oniy pemson 
buying is not the wheat pool; any other member can buy it 
from him, 

BY MR, STEER: 

GQ. i Suggest to vou that there ie @ good, dsal or 
similarity between the claims people have on these deductions 
and the claim which the owner of a share in a joint stock 
company has, and you dispute that, You think that is not 
right? A. It is a legal question I should not be asked to 
answer. | 

Q. The suggestion I make to you is supported, I suggest, 
to some extent by your own conception of the revolving door, 
As I gather from your evidence, you have the idea thut this 
eS | EM oe or revolving fund means simply that you are 
going to keep that $18,000,000 more or less intact? A, Yes. 


ea iemcana va L? Ae. Pies 


Q, And that it revolves by reason of the differences in 


ownership, parts of it being owned by different individuals? 
Po Phat. teerignt, 

Q. There is another conception of the revolving door, 
is there not, where it is conceived that a limit of time is 
placed wpon contributions and that the money is taken from the 
people who contribute later in point of time for the purpose 
of redeeming the contributions that have been made in the 
fires period, A. I think there is that conception, 

Oo. What ia not jour idea? Ay: Nos To would say) ciate 


for clarification. Our first conception of what is now known 
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as the revolving door plan was Something like this when 

we first started to take deductions in 1924 and up to 1928, 
Had the world not turned topsy-turvy and we had continued 
pooling, we: intended to continue taking deductions, and im- 
mediately we arrived at the place where we had secured 
enough, we intended to take the current deductions each year 
to repay. We ceased pooling, and after those years in which 
we were trying to rehabilitate ourselves financially, 
realizing that many of our people were getting old and needed 
money, and estates needed money badly, we developed the other 
plan. "Revolving door plan" may not be a correct expression 
to describe the system, Our conception was a real revolving 
oor, 

Q. ° Your position, is clear iam any event, You regard 
this $18,000,000 as the capital of your organization, and 
jiaavthe: real Coundation capltalvor the organization? 

A, Yes, that is right. 

Q. Do you make any distinction in buying from estates 
and others -- A. Yes; estates come first, 

Q, ZT know; but do you makera, distinction as between 
commercial reserves and elevator reserves? Apdo Bote 
go together, 

Q, If a man has a certificate for $100 deduction for 
elevator purposes, he has to earn the equivalent certificate 
with respect to commercial deductions? ASS GS. 

Q. You buy both at the same time? A. ayoss 

Q. Have you any idea what the largest amount would be 
which would be held by any member of your organization -- 
referring to these deductions? A. I could not answer that. 
It would be up into the thousands of dollars with large | 


farmers, and with some it would be very low. The average is 
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about $200} 

Q. But there is no upper limit to the amount a tan 
may hold, A, No, As long as he is a member he can keep 
on buying, and in those days, on the basis of the 2 cent de- 
duction, large farmers acquired, whether they wished to or 
not, a large investment, 

THE CHAIRMAN: Is there any advantage in buying up these 
certificates? If any qualified person desired to buy them, 
would there be an advantage to him in doing so? 

THE WITNESS: I don't know that there is much advantage, 
but we have known a large number of cases in the bad years 
where farmers pretty well fixed, wanting to help their 
neighbours, bought and paid for them, not because they wanted 
them but simply because they wished to help their neighbours. 
They took them as security. They were not of any particular 
advantage, especially in years when the delegates decided 
that no interest would be paid. 

BY MR, ARNASON: 

@. In view of the improved financial position of your 
company in the last two or three years, have you given con- 
sideration to revolving existing capital to a greater extent 
than at the present time? A. We have not. We have found 
up to the present time that the amount used was just about 
sufficient to take care of current cases of debts to estates 
and to people who ceased farming over a certain age, If that 
petered out, under certain conditions we might consider re- 
volving the 1924 deductions and turning the whole thing over 
to new members, but we have not reached that position yet, 
because it has taken all we think we should do to take care 


of old people and the estates of people who are deceased. 
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BY MR, STEER; 

Q. Ido not know that I am particularly interested in 
this point, but the Chairman's question suggested this to me: 
I understood you to say yesterday that these- deductions that 
were being sold at one time for 50 cents on the dollar grad- 
ually rose until they are now worth 100 cents on the dollar. 
There must have been a considerable advantage to a man who 
bought them at 50 cents and subsequently found he could sell 
at a dollar? A. Yes; except. that, rightly or wrongly, on 
the basis of the policy laid down by the delegates, as long 
as we were indebted to the provincial government, the new 
owner has to take the responsibility of contributing his 
quota to paying that, That is why it was done, in other 
words, as nearly as we could figure, we estimated about four 
years ago that 50 cents on the dollar would be about the 
worth of the company, and then it got to 60 cents for two 
years, — then 75 cents and jast fall the full too; 

Q. .It ought to have been worth 100 last fall, Al That 
is what the delegates thought. | 

Q. There is some suggestion, borne out by the decision 
to which Mr, Milliken has referred, that there is an obliga- 
tion on the part of the pool to pay interest on deduction 
certificates, Is that right? A. We have never taken the 
view that it is an obligation. 

OQ. But. the trial court did take, that position, Gnat 
there was an obligation of some sort to pay 6 per cent on 
elevator deductions and 5 per cent on commercial reserve 
deductions? A, That is a legal question, but I understand 
that the decision made by the trial court could not take 


effect in 195l. 


-6807- Mr, Wesson 


u 


Q. What I am thinking of is this, In your 1942 report 
at page 9, you say: 
"4 # s and when purchased to be transferred on the books of 
Saskatchewan Co-operative Wheat Producers Limited to the 
members entitled thereto, subject to the condition that the 
right to receive interest or dividends on such Geena ons 
or on any undertakings in which such deductions may be in- 
vested, shall not be transferred to such members," 
You are referring to the transfer of these deductions 
from one person to another. Do you recall that? A. Yes, sir. 
Q. Ihe suggestion I have to mage to you is that it is 
the intention of your organization, when these deductions get 
into the hands of new members, that any obligation to pay 
interest which there may be is to be wiped out? Syn) tabs dee 
because of the uncertainty of the other position. You asked 
me if I thought we were compelled to pay interest and I said 
that the board of directors say no. When we started to trans- 
fer deductions from vsgtates to others we made it quite definite 
that there should not be an obligation, but that does not 
stop the board from paying interest if they wish. That is 
Seb 18 Tor, 

@. So that if in the courses of time the dcom pevoivee 
to a sufficient extent, any existing obligation to pay interest 


on theses déductions must be wiped out? A, "Tt Unere is ain 


at the time. I may say that we declared 3 per cent last year 
and this year it is paid on all of them in spite of the fact 
vauat we do not have to, 

| Q. May I refer to the 1940 report, and I am referring 
to this only for the purpose of asking you if this is the 
typical approach of your directors to the financial problems 


of the company, Down at the bottom of page 8 you have given 
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us figures for operating revenue and operating expense and 
you show at the top of page 9 total earnings of $4,500,000 
odds Then you show deduction from those earnings of 
$1,296,000 odd for depreciation and certain other items- 
leaving a balance of what is described as net earnings of 
$2,667,000 odd. From that $2,667,000 odd payments of 
$44,000 odd were made to Saskatchewan Co-operative Wheat 
Producers Limited, as I understand it, as payment on account 
ofthe amount owing to the province? A, That would mean 
most of it, 

Q, Interest is provided for in the figures given 
above and that leaves a balance of $1,622,000 odd which the 
directors have to deal with. Then your report says: 

"The matter of the distribution of this year's surplus 
earnings received careful consideration, by your directors, 
At the last annual meeting of delegates, following a lengthy 
discussion, a resolution was passed recommending to the board 
that, in the event of sufficient earnings being available for 
the payment of patronage dividends, consideration should be 
given to the retirement of the first year's deductions in 
part, or in full, as part .of the policy of the payment of 
patronage dividends, in order that shareholders who were 
allotted shares subsequent to 1932 might be given an invest- 
ment in the company," 

That is the point you referred to a few minutes ago as the 
other aspect of the revolving door idea? Kien WOSs 

Q. The report goes on to say: 

"Because of conditions surrounding the handling and 
marketing of wheat for the current year, which will be re- 


ferred to later in this report, your directors have been 
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faced with two Special problems involving financing. Be- 
cause of the slow movement of grain, which has resulted in 

a large volume being held in country elevators, larger sums 
of money have been required to finance the handling of the 
current year's crop, It is not always appreciated that under 
Our agreement with the Canadian Wheat Board we must use our 
own funds and paymaster arrangements to make the initial pay- 


Ment a.’ 


and so on, You refer to your having financed the crop? 
At i.1c8. 

Q. The report also states: 

"The second problem involves the provision of the 
greatest possible amount of storage space," 

And you come to the conclusion that instead of using that 
money for the purpose of paying the largest amount of excess 
earnings return to your members, you will use a considerable 
part of it for building storage space and will confine patron- 
age dividends to $500,000 that year?, A. It is five years 
ago but it seems to me we merely delayed payment of patronage 
dividend, using the money to build temporary storage and made 
the payment later, It might have been the year previous, 

Q, Perhaps I had better read it: "After surveying the 
whole problem, your directors were of the opinion that due 
to inability to deliver wheat because of lack of elevator 
storage space pool members generally had been unable to 
secure sufficient funds to meet pressing needs, They also 
believed that it would be in the best interests of the pool 
membership for the time being that all available resources 
of the organization, including the surplus earnings of the 
company ae the year ended 31st July, 1940, should be directed 
toward providing increased storage space at those stations 


. 
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where this space was urgently needed, Your directors are 
of the opinion that by using the resources of the organiza- 
tioh for this purpose, thus enabling growers to secure the 
full amount of the initial payment on such grain as may be 
delivered under the present quota, the orgarization would be 
rendering a greater service than would be the case if the 
funds used in this constructive program were distributed on 
a patronage basis. The board therefore decided that the 
Surplus earnings of the organization for the year ended 
31st July, 1940, amounting to $1,622,668.07, should be allo- 
cated as follows: 

For transfer to reserve account, being the 

amount required to bring working capital up 

Eos atid 1 lone dol lara Oaegw ye $609,250.20 

For transfer to excess charges refund season 

1939-40, to be distributed to members as a 

ne eeenee dividend at the rate of one-half cent 

per bushel on deliveries for the season 1939-40 - 

the time, form and manner of such distribution to 

be in the discretion of the board. - Meanwhile 

this sum to be retained for the construction of 

Soational storage Space.) 4 5. aes as oe es 500,000, 00 

For transfer to undivided profits account. . ee hia okie oY al 
Assuming that I have read it correctly, that refreshes your 
memory ? A. 1 remember it well. 

Q. What I have in mind is this. What your directors 
were doing at that time was anticipating some emergency that 
might arise in the future, or they felt that they were facing 

- an emergency and for that reason had to add large sums to 


reserves? ‘A. The delegates agreed that the money should 
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be returned to build temporary annexes to service the member - 
Ship. I should like to add that we ourselves built approx- 
imately 27,000,000 bushels of country elevator space to store 
grain in order to assist our people. We believed that instead 
of paying moneys at that time it was more in the interests of 
the people to do that, as we say in the report, 

Q. Quite so; and in the grain business that kind of 
emergency is likely to arise, and the situation has to be 
faced as it arises? Ae) er. 

a Am I right in thinking that that $233,437.85 carried 
to undivided profits account would be found in one or other 
of these sums on page 52 of your 1944 statement? A, I do 
hoc need to look at it, I know where ib 1s, "t gaan the 
elevator reserve, | 

Q@. Perhaps you will point out to me where it is? 

A, it don't think it is on that sheet at all. Here it is, 
reserve accounts, $4,546,732.83. The undivided surplus 
account is a new figure altogether since that time, This 


amount is earmarked either for interest or on the basis of 


| the bushels delivered the year before, All that small 


undivided surplus was put to this general reserve following 
that yoar, 

Q. That is on page 48 of the 1944 statement, and the 
$233,000 about which I had been speaking is a part of an 
amount that appears there as $4,546,732.83 headed "Reserve 
Seago? oA... L think tne de sien, aie, 


MR, MILLIKEN: You mean page 52, not 48? 
MR, STEFR: I said 52 and the witness says 48, I would 
not be surprised if they were the same thing. 


THE WITNESS: It all works through, as the accountants 


Say. 
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Q. On page 2 of the copy of your brief that I have -- 

I suppose it would be page 4 or 5 in the other copy -- you 
make this statement: "The farmers did not want just another 
elevator company, they wanted an elevator system in which the 
fruits of cooperative marketing would be reflected in the re- 
turns they received for the products of their farms," You 
recall that? Aaa as. 

Q. iI was under the impression that the pool movement 
had its inception first of all in the desire of the western 
farmer for a continuation of the wheat board? A, That was 
Une, basis, of the first contract: pool. 

@. And secondly that the movement gained impetus through 
the visit to western Canada of Mr, Sapiro some time prior to 
tne organization of the poob? A. He struck the match that 
lighted the fire. 

Q. Mr. Sapiro's idea was orderly marketing over the 
whole year? Ai LOS 

Q. Rather than in the three months! period to which you 
refer in your brief. I wonder if there is a mistake? 

Pay MO, SL2s 

Q,. Wait a minute; duos might be. A..No,sir; there is 
not, 

Q. On page 3 of the copy I have, which may be page 6 
or 7 in the other copy, there is this statement: "In the 
years prior to 1941 the farmer delivered the greater part 
of his grain during a three months! period following harvest'-- 
oe sees rent. 

Ot GOAL? so AQ Yess 

@. What is the significance of 1941? A, Because 
Since 1941, owing to the fact that space has all been taken 


up, the wheat board has issued instructions for quota 


D15 
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deliveries of so many bushels to the acre, so all grain 
would not be delivered in the first three months, 

Q. You are talking about deliveries as distinct from 
marketing. I understood that from the time the pool began 
operating, while a man may have delivered his grain in the 
early part of the crop year, his ultimate return depended 
upon the operations of the whole year? A. For the whole? 

Q.. «Yeas he Yea) win, 

Oy \Thatoshiuation existed fromligesuor 1924) one 
A, It did until 1941, sir, as long as the farmers could get 
grain into the elevator, As long as they could get it into 
the elevator they delivered it because they needed money in 
mae Tall or Lhe year, 

Q. Following the adoption of the pooling system the 
amount he realized for his grain depended upon the year’s 
price rather than the price at the time he delivered? 
Peele, Dubos did not stop une eouners movement. It made 
no difference in the delivery. 

Q. Iam suggesting that the agitation with respect 
to the ownership of elevators by pools, the agitation among 
the farmers for their own elevator systems, followed the 
organization of the pools rather than preceded it? A, Oh, 
yes, | 

©, That is mignr? A. Yes. That is what we say in 
the brief, 

QO, »1T want to ask a4.question or two with reference to 
a statement I find on page 6 of the brief, which will be 
page 13 or 14 on the other copy. I read the judgment and 
I gathered from it that all interest on both elevator 
deductions and commercial deductions was paid up to the 


year 1930. I gathered this morning that you were not able 


— 


1 
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to say whether that was so or not, Aj Interest? 


Q,” Yes, AL I-don't think it was paid after 1926, 


Q. Here is the statement contained in the judgment, and 
perhaps we ought to get the facts in regard to it, 
MR. MILLIKEN: I would say that the statement in the 


judgment is correct. Interest was paid on both elevator and 


| 
| 
commercial resenves until July 1930. 
MR, STEBR; That is what the judgment states? 
THE WITNESS; That is the time the money was paid 


oun, Mo, Mi lipken. 


| 

BY MR, STEER: 

| Q. The judgment says that all payments on 
both types of reserve was made up until the year 1950. 

Mr, Milliken says that is So, 

MR, MILLIKEN: Yes, 1930, Interest on elevator deduc- 
tions was not paid until 1941, and that is why there is ref- 
erence to 1941, 

THE CHAIRMAN: I am glad that counsel recognize the 
accuracy of the judgment. 

MR, MILLIKEN: You would be surprised, Mr, Chairman, 
how many places I disagree with Lt. 

BY MR, STEER: 

Q. That means that on these elevator deductions 6 per 
cent interest was paid up to 1930 and on commercial deductions 
5 per cent interest was paid until 1930? AY. T.amonet sure 
that is correct, 

Q. If the judgment is correct and if what Mr, Milliken 
says is correct? A. I will not get into a legal argument, 
but interest may have been earned one or two years prior to 


the time it was paid out. It may have been paid up to the 
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end of July, but we did not pay interest in the year 1930 


.earned in that year. 


MR, MILLIKEN: We are not saying that. 

THE WITNESS: 0O,K.; then there is no difference of 
opinion, 

BY MRS On: 

Q@. I do not want a legal argument any more than you do, 
What I want to ask you is this. We will come back to patron- 
age dividend payments commencing in 19341, $522,000, and go 
to the year 1942, which is a period of twelve years, As I 
figure it, the total of these payments by way of netoenegs 
Cmridend <= and tt was nol e)l pai in casihy A. No. 

Q. The total of these patronage dividends was 
$4,547,000 odd? A. I did not figure it. I take your word 
= lime Ble 

Q.. I think that is fair enough, If you had paid. 
interest during that time you would have paid 6 per cent on 
$12,000,000 annually and you would have paid 5 per cent on 
$6,000,000 annually. That is right? A,  CAnG Vhs would 
just about equal the cost of retiring the 1929 overpayment 
each year. 

Q, And that amounts to $1,020,000 a year? A. The 
payment is about $1,100,000 to the government. 

Q. Iam not interested at the moment in the payment to 
the government. A. But our delegates were. 

Q. Surely, and their point of view might be quite 
different from mine, What 1 suggest to you is this. Assum- 
ing that the same people were entitled to interest as were 
entitled to these patronage dividends, the amount which would 
have been payable as interest over that twelve-year period 


would be $12,240,000 as against patronage dividends that were 
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received of $4,547,000? A, That is true, except that it 
was not earned and therefore was not saved. | 

Q. The interest? Ae. NO, 

Q. Do you say interest.was not earned? ig hee Wey 
not earned and therefore could not be saved in the years 
2250, 1937 and 1938, Depreciation reserve was not earned 
in 1936 and 1937, and only 1 per cent in 1938. How could. 
you earn interest if you could not earn enough to set up 
depreciation? | 

Q. I will put it this way. If you made earnings suf- 
ficient to justify your directors, as you thought, in de. 
claring these patronage dividends -- A, Yes, We were re- 
habilitating ourselves at that time. 

Q. And if, instead of paying patronage dividends, you 
recognized an obligation for 6 per cent and 5 per cent 
interest, the amount of money you would have had to pay out 
would have been three times as much as you did actually 
credit to members? A, Except that there is this difference. 

MR, MILLIKEN: Just a moment. This may be an interesting 
hypothetical question, but the organization does not recog- 
nize that it has an Obligation to pay 6 per cent and 5 per 
cent interest from 1930 to date. That is the very question 
in ita. 

MR, STEER: I am not suggesting for a moment -- 

MR. MILLIKEN: But you are asking the witness to assume 
that he is under that obligation. 

MR, STEER: I am asking him to assume it, yes, 

THE WITNESS: And I am not assuming it, sir. 

MR. STEER: We will say the figures speak for themselves. 


That is all I have to say. 
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BY MR. NADEAU: 

Q. Have you any members outside the province of 
Saskatchewan? A. Yes, just a few scattered along the 
borders of Alberta. | 

Q. Have you any country elevators outside Saskat- 
chewan? A. No. 

Q. When you decided to reduce your handling charges, 
IT understand.that you did not consult the elevator line 
companies? ee.” “SUSCYCRe, Pooler 

Q. “You just consulted the two ocner? pools. 

Be Oorre ct, 
BY THE CHAIRMAN: 

Q. There would not have been the same unanimity if 
you had consulted the line elevator companies, would there? 
o. foam afraid: you ere Pie, Sits 

MR. MULLIKEN?  °DPsheuta Like torpoint out thatsthis 
paragraph appears as paragraph No. 9 in the first growers!' 
contract, With regard to deductions: 

tAny unused balance of reserves and surpluses shall 

stand in the name of the association and be owned 

by the members and shall, when in the opinion of the 

directors a distribution shall be made or upon a 

dissolution of this association, be divided in the 

same proportions in which it was contributed by the 
members .” 

THE CHAIRMAN: This is prior to 19351. 

MR. MILLIKEN: This is the original growers' con- 
tract. It is clear that the original contract provided 
that these reserves were to be retained by the organiza- 
tion for such time as it might keep them, or until it was 
dissolved. 


THE CHAIRMAN: Did that contract remain in effect 
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after 191°? 

MR. MILLIKEN: So far as these deductions are con- 
cerned, yes. That contract provided for deductions of 2 
cents a bushel, as found in paragraph 4 (f), and says 
nothing about paying interest. But the second contract, 
starting in 1928, under which a very substantial percentage 
of these deductions had been taken, provided for deductions, 
and very definitely states that these deductions should be 
retained, with or without paying interest thereon. And 
there isa Similar clause about the company being able to 
keep deductions until in the eae teens the directors 
they care to refund them, or upon dissolution they must 
be repaid. I might draw attention to the fact that those 
clauses are in these two contracts. 

BY MR. MILLIKEN: 

@, Then, I should like to ask you one or two ques- 
tions: Mr. Parker asked you this morning if you thought 
your system of delegating control of your organi zation 
gave you any better representation as a company, because 
you had said in your brief that it was something Like 
sending a proxy to Brazilian tractor --- 

WR. PARKER: It is Brazilian Traction. 


“WR. MILLIKEN: I did not know the name of the com- 


MR. PARKER: I wish I did now. 
BY MR. MILLIKEN: 

Q. These delegates must be members or farmers 
living in the sub-district inn represent, is that 
correct? A. Yes, they must live right in among their 
own people. 

Q. And must be elected every year? As .Yes, every 


year. 
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Q- And not only must live in that sub-district, but 
they must be still engaged in the production of grain. 
A. Yes. 

Q@- They cannot be retired farmers living in a small 
town in the sub-district, and also mt the same time be 
delegates. As NO} 10 is. erain and livestock, now, 

Q-» I happen, to be a shareholder of Standard Oil. 
The secretary of that organization, whom I have never had 
the pleasure of mecting, sends me a letter each year asking 
me to appoint him my proxy to appear in respeot of elec- 
tions at the annual meeting of the Standard Oil company. 
Do you think he has the same knowledge and interest with 
respect to my affairs as a delegate has in your wheat 
pool? Dish (DOL LOA Te Woe. 

Q. And is not that what you mean when you say that 
this company is controlled by its shareholders? 

MR. PARKER: My learned friend should not suggest 
what the witness means. 

THE WITNESS: Well, let me suggest it myself by say- 
ing that in my opinion--and we say this in our brief--we 
know of no system which can equal the system we have, which 


gives the right to the grower to control his own organiza- 


tion. 
BY MR. MILLIKEN: 
Q. If you knew of a better one you would not use 
it? A. CGorrect -- well, if we knew of a better one we 


would use it. 
©. And how long do these annual mectings of yours 
§ast -—. the meeting of your delegates? A. Nine or ten 
days every November. 

Q. Going into details of what? A. Ail the 


business and all the ramifications of every part of the 
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organization, plus some very lengthy discussions on policy 
£0y vos Tuture, 
BY THE CHATRMAN: 

q¥- it sounds like a convention, he Webly we Strit 
call it an annual meeting. 

MR. PARKER: There must be good entertainment. 

BY MR. MILLIKEN: 
Q. Mr. Wesson, with regard to the reduction in 
charges that your organization has made this year in con- 
nection with the handling of grain, so that the farmer 
is getting more money, at the time he delivers, has that 
ever been done before in your experience in the grain 
business? Aa. Y6S, 10 De \eommon practice or Line eleva- 


tors to do it every year. 


Os: To ao 1b every veart fe LES" 
Os Where? A. fst some point where they operate 
elevators . 


Qs  BUL NOt all Over the territory: Ae CL Gane as 
remember where they reduced flax all over the system to 
D> cents. 
Q. When? As. GBS. 
On, phiaer wou Glas A) (BOL orS » 
Dae Behe re yOu CLs As Yes. 
Q. Before you reduced from 74 cents to 3 cents, the 


line elevators had generally reduced from 7% cents to 5 


cents? A. And we reduced ours to 5 right after. 
®. And later reduced to 3% Bel P¥SS ss 


Q@. And it is not uncommon practice for these prices 
Go be reduced or cut in the grain business: he, Ids 
common practice. 


Q. Prior to 1931, when your organization was operat- 


ing a contract wheat pool, and also operating an elevator 


' 


= 
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system, your elevators at that time took wheat in and made 
charges for taking it in from anyone, is that correct? 
pa Yes. 

2. 4nd cleaned wheat for anyone-who wished to have 
Poeercaned? 1 2. eyes 
qa. snd stored wheat for anyone? He. UX OSs 

Q. That is, both members and non-members. ie eS. 
boat. 1s correct. 

wm» SOLPLhe wheat, pool. La Yess 


Q. and it is doing exactly the same thing today, is 


a 


it not? &. Not exactly, because --- 
Qs Te-am asking apouureleanine, wert Ons yeas 
e. And) handling and svoering. fa Yen. 


Q@. And it is doing it/’in Sxactly the same way? 
Q. AS it was when it was operating the wheat pool. 


Q. Your elevator"system, Ae eG. 

QO. /- And in addi taoneso Chat, ‘aeny ander standsit; 
your elevator system really differed in its operations 
prior to lool -and afterwards ,“ inasmuch “as -pYrror to 295) 
it did not buy grain from anyone. Bs hopeeas it stored 
in warehouses for everyone, both pool and non-pool. 

ee TES did not buy from anyone. Ae NO. 

Q. And after 1931, it bought wheat from anyone who 


wished to sell to it, both members and non-members. 


Q. And it ran a voluntary pool for those who did 
not wish to sell, but had their wheat handled in a pool -- 
for its members, and for anyone other than its members. 


fin YES. 


Q. It handled the voluntary pool for non-members. 


oy 


. 
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f 


A. No, just members. 

Q@. Members only were in the voluntary pool. <A. Yese 

OO: Your wheat. pool.prior- to..1930, along with, the 
Alberta and Manitoba wheat pools had a central selling 
agency called the Canadian Co-operative Wheat Producers. 
Hee LEB 4 

Glo \Andeis expoPtedseraing diduit mete Wve ny © ere 

®. And itewas exporbing grain the sane ,es ib is .ex- 
ported today, was it not? py VORERtLY? We Otd e105 (oF 
exporting direct, without relationship to Winnipeg or any 
other futures market. 

Q. But you also exported other grain you had to buy 
ime cne Winhipes market, Bite oi Ae 

| Q. The same as you buy wheat now. Livan ee. 

Q@. Because, as you said this morning, it is imposs- 
ible to keep the identity of wheat Separate. DSS 
}. When you get wheat to Fort William you cannot 
tell whether it is your members' wheat or that of non- 
members. Ae Thies New Worm Noseu Northern, es rene 
case may be. 

Q. I do not know whether you would care to express 
an opinion, but I notice. this.morning you said thet..be- 
cause a cooperative organization was a voluntary organiza- 
tion everyone would not or did not belong to it; is that 
correct? Did I understand you to say that everyone would 
not belong to it because it was voluntary? A. Well, 
they do not. 

Q,. And Mr. Parker asked you why they do not. 

A. Maybe they do not believe in it. 
Q They may not believe in the system of coopera- 


tives. A. May not believe in the cooperative movement 
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Q- Is it possible that they may not even like the 
agent? A. Possibly for that reason. 

Q-» And there are many reasons they do not join a co- 
operative organization. A. And a good many reasons why 
they do not deliver, to it after they do join. They may 
not like the agent, and there may be other reasons. There 
may be no space at the time for them. 

Q@. hey may not like the president, even. A. Prob- 
ably they do not like the president. 

BY MR. PARKER: 

Q@. Is there any figure you can give us to show the 
percentage of member and non-member business? A Rey 
are [ried, I Helieve, 

WA. MILLIRMNG 1 Pney are eo 7Or vie last Gem years. 
and Mr. Hlliott has asked me to file them for earlier 
years. 

THE GHATRMAN: I understand that coneludes the dis- 
CUSStOn Wlith respect’ to Dhis: oraer. 

THE WITNESS: May I make a short statement? 

THE CHATRMAN: Not a spsech. 

THe WLINESS + “No, Just ar snort statement. 

MR. PARKER: Have vou a statement of fact you wish 
to make? 

BY THE CHSIRMAN: 


GO.’ Lt would have tobe a statement of tacts 1) ames 
? 
counsel will make all necessary argument. As” “7 Mepteiy 
wish to say to this Commission something which has not 


been asked me throughout this examination; and J antici- 


pated it would be. 
Q. Ido not think we can take that. fx Do yeu 


do not wish me to say that, I shall retire, and thank you 


very much for your courtesy and your patience, and for 
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that of the gentlemen who sit around the table in front 


Q.- That is a very pleasant speech, Mr. Wesson. 


CHARLES H. G. SHORT 


Director, Canadian National 
Millers Association, 

having been duly sworn, 
testified as follows 


a ee 


BY MR. HEWARD: 

Q@. You are Director of the Canadian National’ Millers 
Association? Di OSs 

Qal-And you are representing both: that) association 
and the Ontario Flour Millers sssociation? Awl oes 

@. And you are to present a brief on behalf of both 
organizations? A. Yes. 

Q» Will you state by whom and how the brief was pre- 
peered? Bor The brielewasipreparsdroyiyowiend me. in 
eoltavoration, andwexpresses the views yor ihe two organiza- 
tions. It has been submitted to and passed by them. [ 
have been delegated by them to appear before this Commis- 
Sion to present the brief. 

O, Wahl you procesedy then; ir. shore. Beh) ne 
brief is as follows: 

NTs (a) Canadien National MiibersAseeciavioniis 2 
voluntary association, the members of which are the follow- 
ing flour milling companies: 

Lake of the Woods Milling Company Limited 

Maple Leaf Milling Company Limited 

McDonald & Robb Limited 

The aaiieue Flour Mills co. Limited 


Purity Flour Mills Limited 
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The Quaker Oats Company of Canada Limited 
Robin Hood Flour Mills Limited, and 
The St. Lawrence Flour Mills co. Limited 
(b>) The constituent members own and operate twenty- 
three flour milling plants, the distribution of these 


plants by provinces being as follows; 


Alberta 7 
Saskatchewan iD 
Manitoba Z 
Ontario s) 
Que bes ie) 


tio) Ontario Flour Millers Association is a volun-~ 
tary association the membership of which numbers fifty- 
eight flour millsucpérating Gn the province of Ontario, 

t(d) The aggregate flour milling capacity of the 
plants of the constituent members of the two associations 
represents approximately 88 per cent of the total capacity 
brvCanadian malls. 

w(e) Ganadian National Millers Association and 
Ontario Flour Millers Association for the purposes of 
brevity will be sometimes hereinafter referred to as the 
‘Millers Associations'. 

i a Ganadian National Millers Association and 
Ontario Flour Millers Association, representing as they do 
a large part of the flour milling industry in canada, deem 
it important to make their representations and submissions 
to the Commission, because while the cooperatives have not 
yet commenced the business of flour milling on an exten- 
sive scale, there being as far as is known only one co- 
operative organization which is actually carrying on 
flour milling business, namely: the Consumers Co- 
operative Mills at Outlook, gaskatchewan, nevertheless 
there is increasing evidence that cooperative associations 


sntend to enter the industrial field of flour milling. 
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"The "Western Producer’, the official organ of the 
Saskatchewan Wheat Pool, in its issue of November 23, 1944, 
announced a program of cooperative industrial development 
in Saskatchewan estimated to cost $2,500,000 for the 
utilization of farm erops and other purposes. This 
development is to be located at Saskatoon where a site 
has been acquired, and the program, “in eadition to other 
plans, calls for an up-to-date flour milling plant which 
is to be available for the preliminary Process ite Tor vad, 
grain for the various manufacturing units contemplated, as 
well as for the production’ of high class flour. A copy 
of the relative article in the above mentioned issue of 
the 'Western Producer! is attached hereto as schedule its 

"Cooperatives, therefore, are now and express the 
intention to be to a larger extent in future in direct 
competition with the flour milling business, and it is 
therefore appropriate under the terms of reference of 
your Commission and important in the interests of the 
constituent members of the millers associations that the 
associations should make their representations and sub- 
Missions bo-your Commission: 

"At this point it should be made clear that neither 
the Millers Associations nor their constituent members 
challenge the right of any persons or groups of persons 
to carry on the flour milling business or any other under- 
takings by means of the cooperative method of doing 
business. They contend emphatically that in a system of 
free economy and enterprise, “which it is so important to 
maintain, it should be the unchallenged fundamental right 
of every person and group of persons to carry on any law- 
ful business by such proper and legitimate methods as he 


or it may select. They maintain, however, that no such 
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method of carrying on business should be given special 
privileges, by way: of tax exemption or otherwise, which 
will give it preferential advantages over any other legit- 
imate and proper means of carrying on a competitive 

bas iness, 

tArising from the presentation of the crguments 
against exemption from taxation of cooperatives before 
this Commission, the public already has been subjected to 
Dropaganda mislesding, Allogical: and "specious an tts 
terms, asserting that there is opposition to the farmer 
engaging in any cooperative line of endeavour other than 
farming. The Millers Associations make no such repre- 
sentations and believe, as has been stated, that any 
SLtizen or group of citizens is entitled to engage in any 
sort or kind of legitimate business endeavour. They sub- 
Mic. ~nowever, that such businesses, exactly analogous as 
Uney are GO other pusinesses in vheir competitive fisid, 
should be placed on the same footing in respect to taxa- 
tion. 

"Attempt has been made to confuse the issue by refer- 
ence to the freedom from taxation of ths Canadian National 
Railway and the Ontario Hydro-Electric Oommission. There 
are of courss many arguments in support of the thesis that 
those public bodies should not have taxation advantages 
over other enterprises in their competitive field. The 
question in respect of taxation of those public bodies has, 


however, no bearing on or analogy to the question of 


-whether a group of private citizens operating any form of 


business undertaking for their own benefit and profit is 
entitled to taxation discrimination. 
"TITI1. The propositions which the Millers Associations 


seek to lay before your Commission, the grounds for which 
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are set out later in this brief, may be briefly summarized 
as follows: | 

"(a) Every person, whether an individual, a partner- 
Ship, a joint stock company, a cooperative association or 
other aggregation by whatever name called, which carries 
on in Canada the business .of flour millins, either direct- 
ly or through a subsidiary, is liable, and has always been 
liable, to taxation under the Income War Tax act and the 
Excess Profits Tax Act. 

"(b) No amendments should be made to the [ncome War 
Tax Act or the Excess Profits Tax Act which would exempt 
from taxation thereunder cooperatives or so-called coopera- 
tives which carry on, either directly or through a sub- 
S.0Iary, tne: business ‘ot Aiour miliine, 

"(c) There should be no distinction as regards tax 
liability between cooperative associations or corporations 
and ordinary joint stock companies; both should be on 
similar footing in this regard. 

"(d) If cooperative associations or corporations are 
bo continue to be immune from liability to taxation as 
regards the profits of the corporation or association it- 
self and the distributions made to its shareholders or 
members, or either, then joint stock companies should be 
granted similar exemption. 

*(e) If such exemption to joint stock companies be 
not feasible from the point of view of the national 
treasury, then cooperative corporations or associations 
should be liable to taxation in the same manner as joint 
stock companies. 

“(f) Even if it could be contended successfully that 


cooperatives by reason of their method of doing business 
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do not make profits, or should the threat be carried out 
which is made by certain of the cooperatives that if 
liable to income tax they will so conduct their business 
that no profit ek be made, then some other form of taxa- 
tion should be applied tO corporations and associations 
carrying on business in this manner so that they will bear 


HOLY proper share of the cost of eovernment. 


ms In support of the foregoing propositions in 
Secuion Jil of tne briel) vinewwiilers Associations make 
the following submissions: 
PROPOSITION (a): Every person, whether an individual 
a partnership, a joint stock company, a coopera- 
tive association or other aggregation by whatever 
name called, which carries on in Canada the 
DUSINeGSS OF Piour mie tine yeLliner Girec tiv cop 
trrough, a subsidiary, 4S Liable, snd has always 
been liable, to taxation under the Income war 


Tax Act and the Excess Profits Tax act. 


"Under the provisions of section 9 of the Income War 
Vax Ach, every Person resi den isor cacryvine von ue nese vi 
Oanade is2imgable for incomentax., andily section sim TT ae 


‘person’ includes, any body corporate and pobitic and “any 


* asso0clation.or other body. 


*Consequently, cooperative organizations whether 
they be organized as corporations or associations, are 
lidble to, tax upon their income, save, those which are 
expressly exempt under the Act. 

"The only exemption which could apply to a coopera- 
tive organization is that contained in section 4 (p) of 


the Act, which provides that: 
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‘TSection 4. The following incomes shall not be 
liable to taxation hereunder: 
(p) Cooperative companies and associations. - 
The income of farmers', dairymen's, livestockmen'ts, 
fruit growerst, poultryments, fisherments and other 
like cooperative companies and associations, whether 
with or without share capital, organized and operated 
on a cooperative basis, which organizations 
(a) market the products of the members or shareholders 
of such cooperative organizations under an obligation 
pay to them the proceeds from the sales on the 
basis of quantity and quality, less necessary expenses 
and reserves; 
(ob) purchase supplies and equipment for the use of 
such members under an obligation to turn such supplies 
and equipment over to them at cost, plus necessary 
expenses and reserves. 

'Such companics and associations may market the 
produce) ol, or purchase supplies and equipment for non- 
members of the company or association provided the 
value thereof does not exceed twenty per centum of the 
value of produce, supplies or equipment marketed or 
purchased for the members or shareholders. 

tThis exemption shall extend to companies and 
associations owned or controlled by such cooperative 
companies and associations and organized for the pur- 
pose of financing their operations.' 

"Tt will be noted that not all cooperative companies 
and associations are exempted by this paragraph 4 (p), but” 
only farmers', dairymen's, livestockmen's, fruit growers! 


poultrymen's, fishermen's and other like cooperative 
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companies and associations. 

"Tn 1950 when section 4 (p) was enacted as an amend- 
ment to the Income War Tax Act, the then Minister of 
Finance, after quoting the section to be placed before 
the House, said: (Debates, House of Commons, session 1950, 
volume 3, page 2508:) 

'That means that any cooperative organization falling 

within the groups there mentioned, or other like 

groups, may do business for its own shareholders, pro- 

Vided) That... 

"The groups or classes of persons enumerated are all 
producers cf primary products. fhe word 'tliket used in 
the enumeration does not extend the genus of the enumera- 
Lion, duis ds only Ssurriclent to extend the zancent of the 
provision Go any other classes of producers of primary 
products which are not enumerated therein. 

"The enumeration excludes manufacturers or processors. 
Comsequently,.if a. cooperative organization composed in the 
first instance of farmers undertakes manufacturing or pro- 
cessing, whether the raw material for manufacturing or 
processing consists of products of the farm or other 
things, that cooperative organization ‘ceases to meet one 
of the tests imposed by section 4 (p), which is that it 
must be composed of certain primary producers, which ex- 
cludes manufacturers or processors. 

"This interpretation of section 4 (p), which it is 
submitted is in accordance with the accepted canons of 
construction, is well expressed in the Special Lectures 
of the Law gocie ty of Upper Ganada, 1944, pace ol, as 
follows: 

t....eParagraph (p) of section 4 was enacted to 


exempt the income of true cooperatives in a limited 
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class of primary producers in order to nullify the 

possibly far reaching effects of the Supreme court 

decision.' (Fraser Valley Milk Producers Associa- 
tion vs. Minister of National ROVEMUG, oer. Seon, 

435). The tests of a true cooperative under this 

Section are: 

'(a) It must be composed of certain primary pro- 
ducers, which excludes manufacturers or processors; 
DAD Miele ececarvirek fala! ete gly Ws. Bee @ acer cata s eae eel tae oe. eee an 
PA Ged OS Ar pel guar ats oh! a Reece oT MERC ar gh Ee ee Re oo ee 
TT tue an, Sara Merge abe locate ie gee aur arate eep te. atten tana nauaaaNe 

"A Tarmerst cooperative organization for the purpose 
of marketing the direct products of the farm, such as hay, 
grain, roots, vegetables, fruits and other crops, might 
mest this test, but a cooperative association composed 
entirely of persons whose primary vocation was farming 
could not by reason of this fact meet the test if, for 
instance, it undertook the business of textile manufactur- 
ing and the marketing of the products of such manufacture; 
nor could it meet the test even though the product used 
for the manufacture or processing was a product of the 
Farm. 

NGroin: ls“e°agirses Or pramary product or vihe, cara, 
but when that grain is manufactured or processed into 
Pic, 10a LlLour @eaces tO Ue a direol or primary prod- 
uct. 

tSection 4 (p) of the Income War Tax Act constitutes 
an exception to the general provision imposing taxes on 
all persons including corporations and associations. That 
exception, particularly when it constitutes an exemption, 


must be strictly construed. Such construction clearly 
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confines the exemption to cooperatives inetine in primary 
products only. 

"Tt matters not whether the cooperative organization 
carries on its manufacturing business itself or through 
a subsidiary. [i it doses it in Sither way it fails to 
meet the test above enunciated and both it and its sub- 
sidiary become liable to taxation upon the whole of their 
incomes from whatever source derived. 

"Tt is therefore submitted that if a cooperative 
organization, whether it be composed of farmers, fisher- 


men, poultrymen or others undertakes the business of flour 


milling, Sivner directly or through 4: subsidiary, that 
fact excludes it from the exemption granted by section 4 
(p) and makes the whole of its income taxable. 

"Under the provisions of the Wxceds Porites Tax Aew, 
1940, a person, whether a corporation, joint stock com- 
bany Or other person, is liable to tax Under that Act dit 
such person is liable to taxation under the Income war 
Tax 4ct, and therefore, unless a cooperative or other 
organization be exempted from taxation undér the Income 
Wer ex BOO. ital S liable 20) Taxation Unde i tbs TeGacs 
Prolius Tax Act, 1940. 

PROPOSLTLON (b) 3. No amendments should be made to the 
Income War Tax Act or the Excess Profits Tax 
Act which would exempt from taxation thereunder 
cooperatives or so-called cooperatives which 
carry on, either directly or through a subsid- 
lary, the business of Tlour milling, 

"Tt is conceivable that representatives of the co- 
operatives or so-called cooperatives, in view of the 


fact that engagement in the business of manufacturing or 
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processing results under the existing legislation in 
liability to taxation on their part, will urge that the 
legislation be amended so as to exempt them from their 
tax obligations, notwithstanding that they engage in 
manufacturing or processing. 

"Tt is submitted that no such amendments should be 
recommended... Jt will be noted by reference to proposition 
(fo) ‘S60 OU im sectiomJIit of this’ brief that the Maliens 


Associations contend that there should be no distinction 


5 


is regards tax liability between cooperative associations 
or corporations and ordinary joint stock companies. Even 
if that wider proposition were not adopted, it is submit- 
Deus uaihta bere, Should be no expansion of the: existing 
exemption so as to grant immunity from taxation to pri- 
mary producers who engage in other operations. 

"Tt is submitted that the main reason for the selec- 
tion for exemption of the classes of persons enumerated 
in, Section 4 (p)..1s tht it was considered desirable to 
afford assistance to primary producers. 

"When, however, a farmer or other primary producer 
engages in the business of manufacturing or processing, 
he ceases as regards that form of undertaking to be a 
primary producer and there would be no just reason for 
extending to the farmer in that capacity an immunity from 
taxation which, rightlv or wrongly, was granted to assist 
another form of undertaking in which he engages. 

"The primary producer as such was granted an 
immunity from taxation for special reasons which then 
seemed sufficient to parliament, and there is no reason 
why that immunity should be expanded so as to apply to a 
field of activity different from that which was origin- 


ally intended to be benefited by the legislation. On 
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the contrary, as will be submitted later, there is every 

reason why the immunity from taxation should not be elim- 

inated, which point will be discussed in dealing with the 

reasons for the next following proposition, 

PROPOSITION (c): There should be no distinction as 

regards tax liability between cooperative associa- 
tions or corporations and Ordinary joint stock 
companies; both should be on similar POOUING Vn 
this regard. 

"The submissions made in respect of this proposition 
(c) have reference only to cooperative organizations for 
the purpose of marketing commodities, and not to those 
organized Tor the purchase and distribution of supplies or 
equipment to their members, as it is the former type of co- 
operative which competes and threatens to compete directly 
With the flour milling industry. 

"There is no logical or equitable eround for a.dis- 
tinction as regards taxation between marketing cooperatives 
and the ordinary joint stock company. Both are Separate 
entities or artificial persons by means of which an agerega- 
tion of individuals, in the one case the members of the co- 
operative, and in the other case the members of the joint 
stock company, seek 60 carry on trade and business, 

"In the case of the joint stock company the capital 
1S supplied by the shareholders; in that of the coopera- 
tive it is supplied by the members, sometimes in the form 
of commodities, sometimes in money, and sometimes inb oth 
commodities and money. 

"In both cases such distributions or surplus earnings 
as take place are made to the persons who supplied such 


capital; that is, to the members of the cooperative, or to 
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to the shareholders of the joint stock company: 

"None of the differences existing between the two 
types of corporations, the cooperative and the joint stock 
company, justifies either in logic or equity that one 
group should be subject to taxation whilst the other 
escapes. all share of the burden of the expense of carrying 
CU bie orleans or Che Cc Ounory . 

Wit Guu Case a eroup Of “Ina viguals Ve oreom ped 
for the purpose of carrying on a trade or business of the 
Same kind for the ultimate prospective advantage of that 
Zroup.e 

wih each case’ the group of individuals avails itself 
of the laws of the country to incorporate or organize for 
tue Purpose OF carrying on trade or business. 

Man each cage "phe Gitigens Carrying On trace or 
business by means of such corporate entity, and the ‘cor- 
porate entity itself, benefit Trom the services, facilin 
ties, protection and other advantages afforded by the 
laws and the government of the state. 

"Tn each case,the organization, whether it be a co- 
operative or joint stock company, trades with a view to 
profits, uses plant and equipment for processing, manu- 
facturing or other purposes, employs lavour carries 
stocks and investments from which income is derived, and 
carries on general industrial and trading operations. 

The proceeds of those operations result from the labour 
and capital, whether in money or kind, employed and the 
resultant net carnings by whatever name called, whether 
profit, income or savings, and whether distributed to 
the members, shareholders or others, should be subjected 
to taxation:on an equal and equitable footing. 


"Tt is unjust and discriminatory that one group 
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merely because it avails itself of one method of doing 
business should escape the FPespousi bility or sharing in 
the expense involved in providing the pervices, Lacliitvies, 
protection and other advantages afforded by the laws and 
the government of .the state. 

"Reference has been made above to one milling enter- 
prise at present operating under the Sso-calied cooperative 
methods. In this connection there is an inequality in 
respect to income and excess profits taxes which grossly 
discriminates in favour of that mill. Under the price 
ceiling legislation there is a ceiling on domestic flour 
which is based on a price of 77-3/8 cents per bushel of 
No. 1 Northern wheat, whereas the cost of wheat to the 
MoLlevs is wn the pasis! of 1.25 per bushel of Now]. 
Northern wheat, that being the price guaranteed to the 
farmer by the dominion government. Under the price ceil- 
ing legislation ail mills, including the so-called co- 
operative mill, receive a drawback from the Canadian 
Wheat. Board of the difference between the price guaranteed 
to the farmer by the government of $1.25 per bushel basis 
Noel Northern wheat md the price ceiling in the domestic 


market basis 77-3/8 cents per bushel No.l Northern wheat. 
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The milling industry, by voluntary agreement with the 
government because of its involuntarily subsidized position 
in the domestic market, is restricted to 116-2/3 per cent 

(less 40 per cent tax)of its standard profits. Any profits 
it makes above this figure are returned to the commodity 
stabilization corporation to off-set to that extent the draw- 
back received foom the Canadian Wheat Board. This means that 
in effect the milling industry are foregoing their right to a 
return of the refundable portion of their income and excess 
profits taxes on their flour milling operations, 

"The milling industry has operated at its peak production 
throughout the war to furnish flour required by Britain and our 
allies, and in its previous history never has worked under 
comparable pressure. Despite this fact, it has voluntarily 
aeresd, as above stated, to a restriction of its earnings 
to 116-2/3 per cent of standard profits (less 40 per cent 
taxation) and it is subject to all the governmental rules in 
respect to limitation of expenditures to which reference is 
later made, The consumers cooperative mill, however, by reason 
of exemption from taxation, has a free hand in these matters, 
It received the drawback from the Canadain Wheat Board in 
common with the rest of the milling industry in respect of its 
domestic milling, which owing to its exemption from taxation 
it in no part repays. Although benefiting with the rest of the 
milling industry from an abnormally heavy production by reason 
of export business under mutual aid, the cooperative ate AE 
unlike the rest of the milling industry, is permitted sto 
enjoy the results of that abnormal production exempt from 
income tax or any form of restriction upon expenditures. 

It is thus able to acquire war profits from operations which 


by its own admission are fifty per cent export and therefore 


financed under mutual aid. There could, it is submitted, 
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be no clearer example of the complete and unfair freedom 

from restrictions, rules and regulations enjoyed by.a soe 
called cooperative as contrasted with its buainess competitors 
Phoned nc exactly in the same fashion in both the domestic 

and export markets. 

"It has been argued that a cooperative corporation should 
not be subject to taxation because in doing the business of 
marketing commodities it acts solely as the agent of the 
respective members from whom the commodities are obtained. 

"Kt is submitted that this argument is fallacious. It 
would rarely be feasible to identify any particular commodities 
which are the subject of a marketing contract with the member 
or members from whom these commodities were obtained, 

"The commodities received from the various members are 
pooled according to kind and class, and the commodities ov 
the same kind and class received from Various members Lose 
adil identity or connection with the respective members as 
soon as they enter that pool. 

mUnder normal conditions and in an uncontrolled market, 
produce of the farm marketed in July may command a very differ- 
ent price from the same kind and class of produce marketed 
in August, but the farmer who brings in his produce in July 
and he who brings it in in August may receive the same price 
upon the ultimate distribution of the proceeds of sale 
among the members on the basis of the produce obtained 
from each. 

"Furthermore, if tle cooperative corporation in carrying 
on the marketing were a true agent of any member or the 


members as a whole, then the purchaser of the goods marketed 


who had a claim in respect of his purchase, either in damages 


or otherwise, should be able to enforce that claim against 


the particular member or the aggregate of the members as the 
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principal or principals of the agent. 

"It is hardly likely that thoseputting forward the 
argument that the cooperative is merely the agent of its 
members would accept that conclusion, but if it be not 
correct, then the cooperative is not in truth the agent of 
the members, 

"It may be suggested in connection with tl contention 
just put forward that many of the statutes under which 
cooperatives are incorporated expressly provide that the 
members Shall not be liable for the obligations or debts 
OL ihe. #orporay lon. 

"It is submitted that the existence of such a provision 
entails in equity and logic the forfeiture of the benefits 
of the argument that the cooperative in carrying out the 
marketing is acting merely as the agent of its members. 

"In ovher words, themembers of the cooperative cannot 
have it both ways. They cannot claim the tax advantages 
of a relationship of principals and agent, and at the same 
time, with any sense of fairness, ask to be entitled to 
escape the liability for the debts and obligations of such 
agent . 

"The foregoing arguments in support of this proposition 
(c) deal with cooperatives in their Simplest, or, shall we 
say, their true form. The real situation is, however, as has 
already been established before this commission, that many 
so-called cooperative organizations have gone far beyond 
the original or true conception of a real cooperative and 
differ fundamentally from the real cooperative for which 
tax exemption was provided in 19506 The forms of erganization 
and structure” of the modern so-called cooperative are 
numerous, varied and complex. 


"The following are some of the differences from the 
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pure cooperative which are to be found in the various forms 
of so-calledeooperative organizations as they exist in 
Canada to-day: 

(1) There are shareholders as well as members, and 
dividends or interest are paid upon the shares, 

(ii) The organizations acquire titles of ownership in 
the commodities delivered to them. In other words, they 
do business as principals and not as agents. 

CEL ithe managements of the organizations have complete 
freedom of action as to what such organizations do with the 
proceeds of the commodities which they acquire, 

(iv) They acquire commodities from others than 
members, and in fact in the case. of erain dealings are 
obliged by law to do so. 

(v) They have organized numerous interlocking sub- 
Sidiaries and affiliated corporations, 

(vi) They engage either directly or through subsidiaries 
OTe rasiened corporations in manufacturing, in processing, 
in ~rinting and publishing, in insurance, and in other 
undertakings. 

vot erney .errect borrowings from governments and others 
in substantial sums. 

(viii) Their obligations in regard to repayment to 
members and others from whom they acquire commodities are 
sometimes subordinated by law to the claims of other 
creditors, such as the provincial governments. 

(ax), They have accumulated, largely as a result of 
their immunity from taxation, substantial reserves, As a 
result of this accumulation of tax free profits, which is 
denied to their joint stock company competitors, they are 


steadily getting bigger and more powerful, and the’unfairness 
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of the competitive advantages thus afforded to them is being 
steadily aggravated. 

"The dooperatives, through their legal or de fadto 
exemption from income tax have enjoyed many unfair and 
disoriminatory advantages over their business competitors, 
As a result of income tax department rulings and regulations, 
ordinary businesses must keep to pre-war average standards 
in respect to advertising, promotional and various overhead 
expenditures. Expansion out of their ow Savings or profits 
has become almost impossible for most ordinary businesses. 
On the other hand, the cooperatives have expanded through 
the use of savings or profits which have not been taken away 
through taxation. By reason of their immunity from taxation 
the cooperatives, in contrast with ordinary business, are 
able to steadily increase working capital without let or 
hindrance, 

"Cooperatives who conduct eperations in an exactly 
analogous fashion with joint stock companies have been 
enjoying benefits and advantages over ordinary business 
to such an extent that the ultimate extinction by the co- 
operatives a Bae ordinary businesses which have been 
subjected to increasingly heavier taxation could not have 
been made more certain and inevitable if that had been the 
set purpose and intent of section 4(p) which it is respect- 
fully submitted is not the case, 

"It is submitted that the exemption granted by the 
existing law (section’4(p) of the Income War Tax Act)to 
cooperatives was intended to apply only to bona fide cooper-= 
ative organizations (or the classes indicated in section 
4(p) of the Income War Tax Act, namely: primary producers) 
which are real cooperatives. 


"This is the proper inference to be drawn from the 
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language of the section, which states that the organi- 
zations must be organized and operated on a cooperative 
basis, and subject to the twenty per cent exception 

must market the products of members or shareholders and 

and pay them the proceeds of the sales on the basis of 
quantity and quality, less ne¢essary expenses and reserves. 

"This interpretation of the act is supported by the 
statements of the minister when the amendment to the act 
was) 1neroduced) in 1930, 

"In the extracts from the debates, House of Commons 
Session 1930, Volume 3, page 2508, the then Minister of 
Finance stated in introducing the resolution exempting 
cooperatives from income tax: 

"!The intention here is to exempt bona fide 
cooperative associations and companies from income 
tax! 

See also at page 2508: 

Wii Hanson twat'é i? « 2 would De cunious so. know wy 

the arbitrary figure of 20 per cent'was tkane; it 

seems to me that as these cooperative companies 
grow they spread out and make money; they become 
erading corporations) andvin printipber they ceace 

to be cooperative associations. Where they become 

purely merchandizing companies and the cooperative 

principle is disregarded, they ought to pay income 
tax 

Mr. Dunning: That is right.’ 

"The submission contained in proposition (c), however, 
goes further than the contention that the exemption 
provided for in section 4(p) of the act (which, as stated 
above, does not exempt cooperative milling) should be 


strictly applied. Tke submission is that the act should be 
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amended so that an exemption will no longer be granted to 
cooperatives of any kind, 

"The grounds urged in support of this are the following: 

(i) That, as urged earlicr in this brief, there is 
no reason in equity or logic for making a distinction so 
far as the burden of taxation is concerned between various 
methods of carrying on trade or business, 

(ii) That the burden of taxation borne by other methods 
of doing business has been greatly inereased since 1930 
when the exemption was first enacted, 

"In 1950 the rate of tax for corporations and joint 
stock companies was eight per cent of income in excess of 
$2,000per annum, At the present time the mintmum tax is 
forty per cent, and in some cases rises as high as eighty 
per cent, and the deduction of $2,000 is no longer permitted, 

Vint besOwthevitan jon individuals was comparatively ilieke | 
Now it has become in all cases a minimum of at least thirty- 
seven per cent of taxable income, am in some cases it has 
risen to almost confiscatory dimensions, 

"tiii) .That cooperatives and so-called cooperatives have 
developed, enlarged and increased in numbers and size to 
Such an extent that they now comprise a substantial part of the 
trade, busire ss and industry of the country, and it is unfair 
that they should escape their share of the burdon of the 

| expense of carrying on the affairs of Canada, and that 
conseyguent additional burden should be placed upon businesses 
carried on in other ways and upon other taxpayers. 

(iv) That there are so many complex developments and 
variations in the constitutional structures and methods 
of carrying on business of the cooperatives and so-called 
cooperatives, that it is increasingly difficult to determine 


which organizations are and which are not operated on a 
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true cooperative basis; 
(v) That the immunity; legal or de facto, from taxat- 


ion, which has enabled and continues to enable cooperatives 


or so-called cooperatives to build up large reserves, has 


given and gives them unfair and improper advantages over 
other organizations which compete with them in the same 
business fields, 

"An answer sometimes made to this argument is that 
such competition would not be a matter of concern, as it 
would result in the lowering of the prices of the commodi-~ 
ties concerned and would consequently benefit the consumer, 


"That answer it is submitted igs Short-sighted and will 


s 


not bear analysis. Such unfair competition must eventually 


lead to the elimination of the competition operating under 
the unfair disadvantage. Elimination of joint stock company 
competitors would leave the cooperatives and so-called 
cooperatives alone in the field. The next stage would be 
elimination of the weaker cooperatives by those who were 
ima stronger position as to reserves, with consequent 
progression towards monopoly and its evils. 

"The counter argument that monopoly can occur as a re- 
sult of stronger joint stock organizations eliminating 
the weaker overlooks the fact that the development of such 
Strength is not brought about by tax discrimination as it 
is in the case of the cooperatives through the immunity , 
legai or de facto, which they have enjoyed, 

"A further factor which displays the shortsightedness 
of the answer above referred to is that to the extent that 
the competitors of the cooperatives and So-called co~ 
operatives, whether such competitors be joint stock 
companies, partnerships or individuals, are eliminated 


by the unfair burden of taxation, the return to the national 


ry 
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treasury by way of taxes is proportionately reduced and 
eventually would be eliminated. 
. 

"The need for revenues by the national treasury would make 
it necessary to raise the required contributions from the 
cooperatives and so-called cooperatives by some means of 
taxation. 

"Consequently, the ultimate, position, would be. that the 
cooperatives would be subject to taxation and the prices at 
which they sell their commodities would be increased in 
consequence, but that in the meantime their competitors had 
been ruined by the intervening tax discrimination. 

When discussing Propositin, (cc), 28 ds appropriate, to deal 
with an argument which appears to have been put forward to 
the commission in alberta that it would be considered a breach 
of faith if the dominion government attempted totax "accum- 
ulated Savings" of cooperatives before they were distributed 
to their owners. 

PS sontbentilon., atid si.submitveds, 1s, umpenab le. aiite axe 
no more a breach of faith to eliminate an immunity from tax- 
abion nan ibe to; impose 2 tax which previously .daidmes 
exist. The fact that a government has not previously 
imposed a tax is not to be construed as an implied under- 
taking that such a tax will never be imposed. Similarly, 
the fact that a certain part of the, community has been 
exempted, whether rightly or wrongly, legally or de facto, 
Prot eee does not imply an undertaking that such con- 
cession will be continued for ever. 

"The granting of a tax concession to certain kinds of 
cooperatives with a view to giving to a type of industry 
(primary production) assistance which was then thought desir- 
able, does not involve the eternal perpetuation of that 


concession, particularly where the generel tax structure 
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has so changed that perpetuation of the concession imposes 
grave hardships on etheres 

"The substantial changes in structure, nature and extent 
which have taken place in the cooperatives and so-called 
cooperatives in Canada since the concession was first obtaine 
and the evident tendency to attempt to bring under the 
unbrella of tax immunities organizations which were not con- 
templated when the tax concessixzn was originally eranted, 
leave the cooperatives and so-called cooperatives in a weak 
position in seeking to perpetuate the concession and in 
Gherging Bad faith if Tt be not perpetuated. 

"The question has beén raised as to why; 1f ‘joint stock 
companies object to the competitive advantages afforded by 
tax concessions to cooperatives, they "do not become cooper- 
atives". 

"The answer 1S of course that ‘a joint stock company / cannot 
become a true cooperative because its Shareholders or members 
are not the persons from whom it acguires the commodities 
necessary for the purpose of carrying on its business. The 


joint stock company or other ordinary 


only way in which 
trader can ™become a cooperative” is to sell out to a cooper- 
ative organization, as has been done in some cases. 

"Tn this connection the factor already reférred to should 
be borne in mind, namrely: that as a business or undertaking 
moves from the taxpaying to the non-taxpaying category, the 
tax base for the national revenue is decreased to that extent 
and either taxes must be increased on the remaining tax- 
payers or new bases of taxation found. 

"Proposition rays If cooperative associations or corpor- 
ations are to continue to be immune from liability to tax- 
ation as regards the profits of the corporation or assoc- 


Setion itself and the distributions made to its shareholders 
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Or members, or either, then joint stock companies should be 
granted similir exemption. 

PPropoe sition (e): If such exemption to joint stock companies 
be not feasible from the point of view of the national treasur 
then cooperative corporations or associations should be 
Liable to taxation in the same manner as joint stock companies 

"Propositions (ad) and (e) can best be dealt with together. 

"In the preceding parts of this brief the Millers Assoc- 
iations have sought to establish thst there should be no 
distinction as regards tax liability between cooperative 
associations or corporations and ordinary joint stock comp- 
anies, and that the legal or de facto distinction which exists 
or has been claimed in the past constitutes an unfair discrim- 
ination between competitive businesses. 

"If, as is submitted, those propositions are correct, then 
there are two methods of putting the two kinds of corporations 
Oe. ei lan rooting: 

"The first is to give joint stock companies a similar 
exemption to that granted to cooperative organizations, both 
aS regards the profits of the companies themselves and the 
distributions mad3s to their members or shareholders. 

"This suggestion does not constitute an entirely novel 
idea. The United Kingdom income tax system has gone some way 
towards such an objective. Under that system an ordinary 
joint stock tradingcompany, in so far as the normal or standarc 
rate pax is concerned,..is. taxed on the, full amoant oreits 
profits... in, respect’ .of so.much ef those) profits,  bewever, 
as are paid out in dividends to the shareholders, it may 
deduct from the dividends income tax at the same standard 
rate and retain the deduction as part of its own funds in 
reimbursement to that extent of the tax assessed on the 


company. The consequent result is that a joint stock 


, 
” . r 
bs Ze y ) ina 
wu = oe <! 7 <t “te UE 
ae a) us ¢ 
7 e 3 e , 
fee oe 
ans: af i 
ae tye 3 ci : * 7 . ‘+ » 2. - 
a ie 7} f * ray rerie ' ’ 7 y SY -) s ‘ * 
nit ie © 4 it ME ip A & 4 ‘ ‘ 4a kh * us Pree wu 4 4 il % t 
r : ' ‘ 
- f . 
ae x . 4 
a ‘ = oe ay 
- i foes “ ‘ 
ae Tae ete : eer ld Ge 
U MS! Ap ae Va) 
ere, 4 =" 
4 >. ' . 7 . T 
» ¢ a sy fe I ‘ a ie 12 
nila } 4 ‘ t 7 } 4 i“ eS a | ’ 7 ‘ 2 é 
4 “ey 5 t ec Sicae in ea ee 
. . Sa 3 
re iy P ni Oe yi at " rir ae } A 
@ ' 5 7 4 J 4 ees 
t . re * . rt rr 
ies i . hs fas Pe 4 . % rarest ‘ » es ‘ 
i = i ee wn ' q m re 
7 . +. . iz 4 . ‘ 
‘ 2 i 
, A i 
© se f es 4 - i a 
‘ ‘ ' , RO a a Sy ae aiyes! # 
Er: bs rh bee yaa f ’ oe ae 
‘ : ¥ rd ite . 
i = ry s 
, a + my gia t ~ 
i y 7 4 Pr at: i : ae j . 
» 
a : 4 / ay! nil . . t " 
f + . = rs <= % Sartro a rt 
. E 
Ar ita wy 4 * 7 A ‘ 
. . . i 
aa 4 ‘ Oe a oe, om vu t ; 
c 1 ; roe hay Nas 4 r J ‘ ‘ é ¥ ; 
5 3 x t d j 4 
' * . R 
' i vs > . Lk i ' ’ 
. y V4 belt ‘ 
‘ ce . , 
ts 3. a i Taal 4 
fh ‘, Pe ie te ite 12 a & . 
° 8 L * - . 
ae e eae . S, + 7 , " 
. Wis ’ 
’ “ ay 
4 - . ri 3 
Ae 3 
‘ . 7 ma ‘ y : 
fe Z : P eee m 
: \ . : : 
: 
Z iS ‘ ae - oh 
F : 
‘ 5 ~ 4 ' 
ies . ‘ : 
- . h ." , * 
b j 
bd tf 
1 : 
' . 
. ee F 
. Re ha “ " . 
7 5 ; 
+ 
, : . 
t a 
: of F 
x : 7 
: . 
‘ P ij t 
sy, 3 . A 
3 ; : 
‘ ~ i rad Vase Sod . Z 
’ 
wi 2 ‘ 
(" Ny 
‘a 4 . . - es 
. ARs : . 
ex 
‘ . a 
+ ¢ Aes |S Oe ’ 
4 ij ; »s 


-6849- Mr. Short 


trading company bears no normal tax on its distributed 
income, but must pay the normal tax at a standard rate on 
its undistributed indome. 

"The shareholder in turn is entitled to a credit against 
his personal income tax liability of the amount deducted from 
the dividend by the Company in reimbursement of the tax which 
it has paid. 

"The foregoing remarks in regard to the United Kingdom tax 
system apply to the normal tax at the standard rate, and 
not to the special or extra taxes imposed in connection with 
tiie Dresent War, 

"In order, however, to out a joint stock company in Canada 
on a parity as regards taxation with cooperative organizations 
it would be necessary, if the latter are to go untaxed both 
as regards their own earnings and the distribution made by 
then, to eliminate all taxation imposed upon corporations, 
both in respect of profits distributed and profits retained, 
as those are the advantages now enjoyed by cooperative 
organizations now exempt from tax. 

"Tt is realized, however, that such a method of avoiding 
discriminatory taxation might not be feasible in Canada for 
various reasons. 

"Tf this be the cage, then the second method is: that when: 
should be applied for the purpose of remedying the situatioh, 
namely: that cooperative organizations should be liable to 
taxation in the same manner as joint stock companies. 

"Tn the preceding parts of this brief, the Millers 
Associations have sought to demonstrate that such a remedy 
is logical and equitable as applying similar taxation to two 
different methods of carrying on business with the same 


objective, namely: the pecuniary profit or advantage of the 


persons idopting those methods. 


vn 


7 
0 oh 

\ 

b 

P 

t 

i 

x4 


f : 
twit ay 


a 


4+ 
Pl 
’ 
7 a 
. 
\ 


Ps 
vr 
} ~ 
¢ 
Hy! mi 
, 
ve 
+ 
ft 
¥ 
: 
. 
os 
« 
~-* 
rn 


#1 


-6850- Mr. Short 

"That being the case, both should be similarly taxed. 

"Proposition (f): Even if it could be contended success- 
fully that cooperatives by reason of their method of doing 
business do not make profits, or should the threat be carried 
out which is made by certain of the cooperatives that if 
liable to income tax they will so conduct their business that 
no profit will be made,’ then some other form of taxation 
should be applied to corporations and associations carrying 
on business in this manner. so that they will bear their 
proper share of the cost of government. 

"Tt is contended on behalf of the cooperatives and so- 
called cooperatives that they are not liable to income tax 
because they do not make profits. 

"The argument appears to be that a cooperative so-called 
cooperative organization in marketing the commodities in 
Which it deals is acting only as an agent of its members 
and of the non-members from whom it obtains such commodities. 

"Tn other words, that it is the members or other suppliers 
of commodities who are marketing those commodities through 
the agency of the corporation. 

"in the Maen. parts of this brief the Millers Assoc— 
iations have endeavoured to show that this argument is 
fallacious even as regards the so-called cooperative. 

"The argument becomes particularly specious if it is sought 
to apply it to the so-called cooperative organizations as 
they now exist with all the differences from the pure cooper- 


ves which have been pointed out. In so far as the modern 


te: 


at 
highly developed, highly complex so-called cooperative 
organizations and their various methods of operating and 
carrying on trade or business are concerned, the theory or 
analogy of principal and agent breaks down. They are.in 
reality complex trading organization, which, in law and in 


common sense, are no more the agents of their members or of 


hemes. 
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-6851- , Mr. Short 
others supplying them with commodities, than an ordinary 
joint stock company is the agent of its shareholders and of 
those from whom it procures its raw materials, supplies or 
other commodities. 

"This is particularly the case in respect of so-called 
cooperative organizations which out of the proceeds of sale 
of the commodities in which they deal set aside reserves 
which are completely under the control of the management of 
the organization, both as to the administration and disposal 
thereof. 

"Tt is submitted that particularly with regard to these 
organizations the argument that they make no profits because 
they are agents only, falls to the ground. 

"Representatives of certain of the so-called cooperative 
organizations have recently threatened in effect that if 
they are called upon to pay income tax they will so organize 
ané operate that they will show no profit. 

"This many of them will be able to do as by reason of the 
large reserves which they have built up they will be able to 
forego profits and take losses. 

"Tt is submitted that the agency argument mentioned above, 
and the threat just referred to, emphasizes the necessity 
and propriety of making such organizations liable to 
taxation. 

"If, therefore, by means of 4 legal’ fietion or of thets 
putting into effect that threat, these organizations can 
continue to evade income tax, some other form of taxation 
should be applied to them so that: 

"(4) They will bear their share of the burden of expense 
of running the country; 

"(ii) Their method of doing business will not be given 
an unfair advantage from a tax point of view over other 


leeitimate methods of doing business; and 
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"(iii) They will not be given by the state other 
unfair advantages over their competitors in business, 
"The whole respectfully submitted," 
BY MR. HEWARD: 
Qe That is signed by whom? A. By me and by Mr ¢ Murphy. 
BY MR. BROSSARD: 
Qe Since it is already after four o'clock, and the memo- 
randum is principally argument; since my confrere Mr. Heward 
I think is anxious to go back to Montreal, I shall endeavour 
to limit my questions as much ag possible. You have stated, 
Mr. Short, that the capacity of the mills of the members of 
your association represents 88 per cent of the total capacity 
of the Canadian mills? net hey Cer ent, 
Q- Have you any idea as to what is the capacity of the 
mill belonging to the cooperative organization, which you have 
mentioned? A. It is infinitesimal. 
Qe Loerepresents4- 9 Ae Nothiney "Tis Simply cited 


ae 
as an example, 


Q. So that as far as your particular industry is concerned, 


the cooperative movement has not so far, at any rate, cmsti- 
tuted any competition whatever? A. That is right. We appear 
pene race “of thé thréat, 
Q. And it is because of the threat, and particularly 
because of the threat which arises out of the proposal of 
the Saskatchewan Pool to construct and operate a mill, that 
you consider your intervention necessary? A. That is right. 
Q. On pages 14 and 16 of your brief you suggest that 
the ultimate extension of the cooperatives to all ordinary 
businesseg is to be feared. A. I think it is, 


Qe 4nd you repeat that statement on page 16? A. I think 


ay ies 
Qe Surely that statement is not based upon any experience 


of yours, in your own company or your own particular sphere 
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A. No; not yet. 

Q. We have often heard that statement. Aw Yess 

Qe Is it to your knowledge that at the present time, 
particularly in recent years, private enterprise has suffered 
to any extent in the way of reduction of its affairs at the 
rands of the cooperatives? 4. I am presenting a brief for 
the milling industry, in the face of the threat to the milling 
industry. My personal opinion is that business cannot 
withstand for long the growth of the cooperative movement. 
it is ObVieus! toimerthatuif two competitors, engaged in 
business along exactly analogous lines, one of them being 
restrictedein his. prefratstiandoin his expenditures, subject 
to taxation, must be at a disadvantage as compared with the 
other, who is allowed to build up his working capital and his 
profit through an exemption from taxation, 

Q- Would you say that the nine or ten members of the 
Canadian National Millers Association, or the fifty-eight odd 
members of the Ontario Flour Millers Association, have in 
recent years, or in the course of the last ten years, been 
able to accumulate any reserves? Ae I have answered 
that question, that the mills have not yet suffered from the 
cooperative movement. 

Q» But I am asking whether some of those members of the 
two associ ations have not found it difficult in the past, 
without any competition from the cooperatives, to accumulate 
reserves, and yet have been able to carry on business? 

A. Yes. 

Q- So the accumulation of the reserves or non-accumalation 
of reserves would not necessarily result in the disappearance 
of any one of these enterprises? 

A. I do not quite follow that argument. The mere fact 


that the milling industry has had its difficulties does not 
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mean they are utterly conplacent toward a future competition 
confronting them, which enters the field with very great 
advantages for them, competitively. 

Q. But your fear of the socalled unfair bompetition 
by the cooperatives appears to be based on the Pact that while 
they would be able to accumulate reserves, private enterprise 
would not be able to accumulate such reserves to a similar 
extent, because of taxation? 

Ae Quite right. 

Qs And that therefore this disadvantage would necessarily, 
in the long run, result in the disappearance of private 
enterprise? Ae Almost inevitably. 

Q.- I am asking you whether your past experience in this 
business is to the effect that the lack of ability to build 
up reserves has necessarily resulted in the disappearance 
of any private enterprise? « Not to my knowledge; not 
in the milling industry. 

Ow th bas not? A. No, not yet; we have not been con- 
fronted with it. 

Q. So is not that fear of competition by the cooperatives 
a bit exaggerated on the part of your members? Ae Te Ghai 
not. NO. 

Q. I should like you to emphasize perhaps a little more 
on exactly what you base that fear of competition by the 
cooperatives? Ae Well, anything I have to say is 
sheer redundancy, as it is all expressed in the brief, 

If milling is done cooperatively, with the cooperatives 
enjoying a freedom from taxation, they are automatically 

in a preferred position in competition with the ake who 
have to pay taxation, To me that is quite obvious. If 

a mill is paying $100,000 in income tax and another is exempt 


from income tax, the second will add #100 , 000 to its liquid 
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position, and it will be that much stronger. We have seen 
this cooperative movement, It’ has built up surpluses and 
is going into other businesses. It has built up those 
surpluses chiefly through this exemption from taxation. 

Q. Granted that the movement has developed and has gone 
into other fields. Has it resulted so far in a correspond- 
ing diminution of the business carried on by private enter- 
prise in any sphere whatever, to your knowledge? 

Ae IT am in the milling industry. As to my knowledge 
of other spheres, I do not know; they must speak for them- 
selves. 10 SO tar as the milling industry ‘is concerned, 
we have experienced cooperative competition only in the one 
place, and I cite that merely as an example because relatively 
it is very small, 

Qe I am coming to that one cooperative. While TI do not 
wish to question your Statements, I should like you to tell 
this commission where you secured the information which is 
given in your brief in regard to this one cooperative? 

A. Where I secured the information? 

Q- Yes, that it has not been taxed so far? 

A. It was alee before this commission by the manager 
or the Outlook mill, or by the manager of the Pool. 

Q. That may. be a facts; I was not here. 

A, He also stated that his business was fifty per cent 
domestic and fifty per cent export, 

Q.- So that information is based upon evidence which 
was placed before this commission? Ae OdDViously. How 
else could I get it? 

Q. I was not here at the time, so I would not know, 
it is based upon that evidence? A. Most decidedly. 

Q.- And I understand -- . A. And if Iremember rightly 


he said he had his fingers crossed. 
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3 ee § ae remember rightly the procedure followed by 
this cooperative, it purchased No. 1 wheat from its members 
at a price of $1.25 per bushel ? A. From the wheat board; 
that is the only person who sells wheat. 

Q. It pays that amount and recovers the difference -- 

A. Yes, the difference between 77-3/8 


cents and $1.25 for No. 1 Northern. That is always the 


Qe But there is a different subsidy for other grades ? 
A. NO, it is the same subsidy, because it is all on ‘the 
basis of No. 1 Northern. 
Q. And the cooperative uses that wheat and makes flour ? 
As  Yos. 
Q. And divides its gain, or whatever you call it, 
Pewwoon Tus members ? A, ‘That is right. 
Q@. Your contention is that in so far as processing 
Ls concerned, it no longer zives an operation which is 
exempt under the law ? A. That is our conterttion. 
Q@. Now I am coming to these six or seven propositions 
oF yours, «Your first proposition, which I take-it ds the 
basic proposition of your brief -- ? 
Mee ko vespech tC) the midiine Jndustry: vera. 
ie eetear as the willing industry is concerned, sour 
rirst proposition is that milling cooperatives have never 
Sp yoyed exomption under the act. ? A... ahat Ls so, 
Q@. Those cooperatives have never enjoyed this exemption ? 
fs.) A eR 
Q. If I understand your contention, it is that notwith- 
standing this submission on your part, this one organization 
hes up to the present benefited from an exemption, which you say 
should not have been granted to it ? 


A. -Yes. I merely cited it by way of example, in the 
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face of the threat. 
Q- Assuming that your first proposition is correct in 
cow, 1 on non dYsoussineg 1% --«; Ae I am not a lawyer, 

Q- Your third proposition (c) would therefore apply 
Only to primary producer cooperatives? 

As Thet is Figen, 

Q» That is when you say there should be no distinction 
in regard to tax liability as between cooperative associations 
or organizations and joint stock companies? Ay Yess 

Qe That would be restricted to primary producers? 

Ae Yes, because we maintain that under section 4(p) 
only the primary producer is exempted. 

Qe Then may I ask whether all members of your association 
are unanimous in recommending to this commission that there 
be no exemption of whatever nature in favour of any kind of 
primary producer cooperative? 

As Of any kind of primary producer cooperative? I cannot 
answer for every member of the association, except to say that 
they endorsed the brief and that I am here instructed by them 
to. Present: 1t. 

Q. Has the brief been endorsed by the two associations, 
as associations? Ae YeSe 

Q. Or by every member of each of the two associations 
that you represent? Ae I could not tell you in regard 
to the Ontario Flour Millers, what their procedure is; 
I am not a member of that body. Iie ‘Drier Le Signed cy 
the president and secretary of that association, In regard 
to the Canadian National Millers Association, of which I 
am a director, I state most positively Yes. 

Q. By each of them? iy. BS | 

Qe Therefore each of those members suggests that 


primary producer cooperatives, whether they be what you call 
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true cooperatives or so-called cooperatives, should not 
tenefit from any exemption whatsoever? A. To-day. 

Qe That is your statement? Ae Yes; to-day. 

Q» Your seventh submission is that even if it should 
be contended successfully that cooperatives should benefit 
from some kind of exemption from the two acts with which 
we are particularly concerned, you ne denmend that then some 
other form of taxation should be applied to cooperatives. 
Has your association any conorete suggestions to offer in 
regard to this other form of taxation? few NOs. LE al ene 
be allowed to say what is in my mind, our belief is that when 
section 4(p) was introduced in 1931 there was need for the 
relief of the farmer. Nobocy objected to it. The income 
tax then was only eight per cent. It was a mere pimple 
on the neck of the individual or the neck of business, 
Nobody had the forward sight to know that that pimple would 
become an over-sized carbunele; and while ordinary business 
could tolerate an exemption of ten per cent, it is now our 
belief that the cooperatives have far transcended the oper- 
ations granted them in respect to exemption under this 
section 4(p), and business now is at an extraordinary dis~ 
advantage in the face of any threat of cooperative compe ti- 
tion. That is the way we see it. It is obvious to me that 
two people engaged in identically the same business, con- 
Buctineg their affairs in an analogous fashion: if one et 
them is going to be exempt from taxation and the other has 
to pay taxation, one has a distinct advantage over the 
other . 

Qe Yes, but you have not answered my question yet, 
as to whether you had anything concrete to suggest, anything 
definite to suggest in the way of other taxation, any other 


form of Saxation? As Noe 1. do not think it «omes. Within 
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our purview. 

Q. I am asking you whether you would ee any suggestions? 
ki Noe I do not think it comes within our purview. 

Q.- The only suggestion is that some taxation should be 
imposed so that they will not constitute such a terrible 
threat against private enterprise? Ae Yes. Not only a 
terrible threat, but that they should not continue to enjoy 
such an unfair advantage, 

Q. That is not the case in so far as your particular 
industry is concerned, because they have not been a terrible 
Sree’? As NOs I stressed th point that the cmsumers' 
cooperative is merely cited by way of example. If that 
condition existed in a mill of reasonable size, it woula 
indeed be a competitive oak 

Qe Just one or two more questions, At page 6 of your 
brief you have quoted from special lectures to the Law 
Society of Upper Canada? Ae YeSe 

Qe I wanted to know who was the author of those quo- 
tations? A, That was Mr. Stikeman, of the Income Tax 
Department, 

Q» You have said at page 21 of your brief that repre- 
sentatives of the so-called cooperative organizations 
recently have threatened in effect that if the are called 
upon to pay income tax they will so organize and operate 
that they will show no profit. D'd you have any particular 
organization in mind? A. That was brought out and con- 
firmed in evidence to-day, was it not, under cross-examination. 

Q. That is a question of interpretation. I do not know 
that any such statement was made during to-dayts proceedings. 

MR. HEWARD: I think’ perhaps I can find something to 
support. that. .I believe it was in Exhibit 5. That state- 


ment is based upon the statement in the Western Producer, 


which we had before us at the time. 
BY MR. ELLIOTT: 
Q. In connection with your proposition (f), where you 
envisage the possibility of same cooperatives carrying on 
so that they make no profits, do I understand you to argue 
that in that case a tax computed on the basis of income or 
profit would not be a fair tax? Ren Lees There: should 
be some other method devised, turnover or some other fashion. 
ae) Inthe “case lof 6 Goint ‘stock company that makes no 
ProLly tne perticuler year, do you consider thas company 
to enjoy an unfair advantage in tax matters over the company 
which does make a profit? nw NOY SLTy UL do-now + ao 
not see any analogy Lnerea, Cither . 

Q. Neither one makes any POP, ana neither one pays 
any tax? A. In the one case it may be inefficiency in 
management that brings about that result. They have the same 
opportunity to make money as their competitors, under the same 
terms; but the cooperatives are not under those same terms, 

Qe But this is the case of a tax being imposed upon 
cooperatives, but nevertheless they will cut their prices, 
shall we say. Just come back to that point. Do I understand, 
then, that your distinction hinges upon this, that if an 
Ordinary company thr ough inefficiency should make no profits 
it should not be taxed, but that if a cooperative purposely 
makes no profits it should be taxed? Be NO» That distorts 
my meaning. 

Qe Then would you explain ? A. You put a hypothesis 
to me, and I said it might have resulted from inefficiency 
of management. Unfortunately at this present time there is 
a premium on inefficiency, as shown by the board of referees 
in assessing base profits, But I really do not know just 


how to answer you. Two firms operating under taxation, 
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if one of than. fails to make profits while the Sth one does, 
that ‘result may arise from any one of a multiplicity of rea- 
sons. It may arise from a lesser quality of product; it 
may arise from a less efficient organization. 

Q. In those cases would you say it should be taxed on 
something? Ae The efficient organization would say most 
decidedly that it should. 

Qe IT am asking you about your association? A. And 
then 1s would result. in the survival of the fittest. 

BY THE CHAIRMAN: 

Q. It may arise from taxation? Ae It may and does 
arise, in the case of which I am spéaking, from taxation. 

BY MR. ELLIOTT: 

a; But nou Irom income tax?’ "A, Yes, ‘I’ think sos 

Q. Zero profits cannot be achieved in that way? 

A. No; that is positively so. 

Q. Then would you take a case and explain to me on what 
basis you would say that a cooperative which, otherwise being 
subject to income tax, operated so as to have no income, 
should be taxed in some fashion, while a non-cooperative, 
an ordinary company which made no profits and was liable 
for income tax, should not be taxed, because I understand 
that is your suggestion. A. Are you suggesting that in 
both instances the case is identical, that in both instances 
it arises from a desire not to make profits? 

Q@ Lf am asking you to draw the distinction. I am not 
trying to draw it for you, A. I cannot imagine, on the one 
side, any joint stock company with shareholders, who are a 
very clamorous bunch in respect to returns on their investment, 
deliberately operating its business so inefficiently that 
it makes no profits. I cannot envisage such a state of 
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Q.°1t ais -difficult to. imagine. Ae But I car see 
on the part of the cooperatives, through their method of 
doing business, where they could arrive at a state where they 
had no taxable income. 

Qstinen you make the distinction to turn upon whether 
the lack of profits is intentional or not? Ag Yes, Lage 

Q. And if it is intentional they should be taxed 
in some way? A.they should be taxed; and if they are 
taxed, the tax would apply to everybody. 

Q. Do you think it would be easy administratively to 
decidenthar pointy, if you used your contention as a@ basis or 
taxation? A, Frankly I do not appear here as a line 
elevator operator. I have simply presented a brief, and 
tried to keep it in generic terms. The only specific refer- 
ence I have made is by way of example, to: the eee ire 
cooperative mill. I understand reasonably well the question 
of patronage dividends, but I have not gone into it, I think 
others, far better qualified to speak than I, are coming 
after me to deal with that matter. 

Oe a nnenk you, very much. Ase IT have tried to answer 
your questions, 

BY MRe ARNASON: 

Q. I wonder whether you would permit two or three 
Questions on your brief and certain sections of the Income 
War Tax Act. In your brief you deal rather extensively 
with section 4(p) in so far as it affected marketing co- 
operatives, if I understand you correctly. Are we to under- 
stand that you take the same attitude with regard to paragraph 
(b) which deals with purchasing cooperatives? 

MR. HEWARD: May I point out in that regard that we 
particularly stated that we only dealt with marketing 


agencies, That is stated in the brief, 
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THE WITNESS: We just referred to that part of it which 
affected the milling industry. 

BY MR. ARNASON: 

Q. I just wanted to establish that eCléearbys I take Et, 
then, that you have no opinions to express with regard to 
the exemption granted to credit unions or mutuals? 

‘er Noy Sir ¢ 

Qe Or retail cooperators who may be tuying flour from 
the members of your association? fie No, sir; we confined 
it to the one issne, 

BY MR. FRANCIS: 

Q. As counsel for the Consumers Cooperative Mills I 
Should like to ask one or two questions, and I mean one 
or two. Mr, Short, we have a statement in the evidence 
to which you have referred, on page 1362; that is in the 
evidence given in Saskatchewan, The statement was made 
by.One of the. counsel representing private interests, 
and it was to this r*fect: "We do know that the milling 
business is a very profitable one at the present time." 

He then asked the witness whether that was a fact, and 
the answer given by the Bee manager of the mill was, 
"We have yet to find it out," 

You probably know from your investigations that this 

mill was organized in 1939, and that it has been operating 


Since that time? Ay Yes: 


4 


Qe You probably know that it has not been very success- 
ful, or are you aware of that? fe I am well aware of 
the history of the mill; but it was not a cooperative mill 
in 1939, was it? 

Q. It is in the same form as it has always been, 


I suggest; the evidence shows that. With regard to the 


Statement made by counsel to which T have referred, that 
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the milling business is a very profitable one at the present 
time, is that correct? As It is not correst. I have 
tried to explain in the brief that we are restricted to 

our base Peolies (On Nalin. bss 

Q. That is, your standard profits? A. Yes. The 
whole milling economy is a subsidized one, arising out of the 
involuntary position in the domestic market and the abnormal 
export production under Mutual Aid, which is also nattonally 
subsidized. 

Q. That was explained in the evidence. My instructions 
are that the standard profit for the milling industry was 
Very satisfactory. Is that correct? Ae To whom? 

Oe CO the milling industry? Ae It certainly is not 
to me. J do not know whether it is to others. 

Q. it is not satisfactory? Ae I would say not. 

Qe. What was the standard profit? As I do not know 
WhetheT™ Liam in the right, church or nots Lt think ft sam 
in the right church, but I do not know whether I am in the 
wrong pewe I did notinow the milling industry was under 
investigation here. 

MR. HREWARD: I would sutmit that we are not prepared, 
in the first place, to give evidence as to what'the profits 
or losses of the milling industry are or have been, and I do 
not think we should be called upon to give evidence as to 
what are our standard profits. Nor dock tDhink: we ‘snout 
be called upon to attempt to give evidence as to what are 
the standard profits of the other mills, even if we knew then; 
and I abject to the question. 

MR. FRANCIS: May I refer to page 11 of the brief 
OL my learned Triend, and quoues 

"The milling industry has operated at its peak 


production throughout the war to furnish flour required 
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by Britain and our allies, and in its previous history 
never has worked under comparable pressure, Despite 
this fact, it has voluntarily agreed, as above stated, 
to a restriction of its earnings to 116-2/3rds per cent 
of standard profits (less 40 per cent taxation) -- " 

Q. I take it that in your opinion that is not satis- 


factory. That is what I wanted to get at? 


A. I do not know why you should take it that my thoughts 


are along any line. I told you in this brief that we had 
effected an agreement voluntarily with the government, 
which we did. I have merely pointed out on page tly Dy 
way of an example, the discrimination as between a eo i Wa 
running under the cooperative methods and the rést. Of the 
milling industry. The Consumerst cooperatives small GL, 
in their own evidence’ stated they were operating fifty 

per cent export, from which one would deduce that they 

had not enough domestic oustomers to take care of more than 
fifty per cent of their business. On thet end of it) they 
are subsidized involuntarily, as is the rest of the milling 
industry, under this price Seti, The other fifty 

per cent of their business is accounted for under Mutual 
Aid, in respect to which they are again working under a 
subsidized economy, as Canada is paying for all the Mutual 
Aid. My point is that arising out of this fifty per cent 
domestic plus fifty per cent export, they have an abnormal 
grind, that is abnormal as contrasted with pre-war years, 
out of which they are making better -- I do not like the 
word "profits" if you object to it, but: by any other names 
it smells as Sect. Call them savings or earnings; they 
are enjoying a very distinct and different treatment to 


the rest of the milling industry. At the moment it is only 
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a 4% 290 barrel mill, and there igs nothing to worry over 
very greatly, but the point is there. 

Qe One other question. Are you aware that a great many 
cooperatives are taxed and do pay income tax? That is @ 
matter of evidence, Many cooperatives pay income tax, 

I shoulda like to refer you to the evidence on the point, 
in connection with the mill, at page 1360: 

"Q. Has the Consumers Cooperative mills filed 

income tax returns? As Yess 

"Qe For these years? Ae Yes. 

"Qe And you have not been assessed? A. Not yet." 
I suggest to you that a lot of the assessments are behind, 
and it is quite probable that this particular mill will pay 
income tax. As Well, it will be very just if they de, 
tf shall begin to believe in justice. 

THE CHATRMAN: That was the gentleman who crossed his 
fingers, was it not? 

THE WITNESS: Yes, my lord, 

MR. FRANCIS: I was going to read the rest of the answer: 

"We are keeping our fingers crossed." 

Q. I suggest to you, Mr, short, that there is nothing 
im -thé weqord of this mill or in its present position that 
is in the nature of a threat to the milling industry of this 
country? Ae T have stated thet Very, clearly, 

THE CHAIRMAN: Is that your submission, Mr, Heward? 

MR. HEWARD: That is our Submission, my lord, 

THE CHATRMAN: What is the order of business for to-morrow? 

MR. PARKER: It is to be either Alberta or Manitoba. 

I think counsel were to indicate which it would be. 

MR. PORTER: We are going on tOm-mOrroW.s 


THE CHAIRMAN: I have not read your brief, Mr. Porter, 
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It arrived rather late in the day, and none of us has read 
it. 

MR. PORTER: We arranged between ourselves that we 
would go on to-morrow morning. 


THE CHAIRMAN: Very well. ' 


The Commission adjourned, to meet on Wednesday, 


April 25, 1945 at 10 asm, 
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